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FARM  CREDIT  ADMINISTRATION  ANNUAL  REPORT 


CHAIRMAN  OFTHE  FARM  CREDIT  ADM  IN  ISTRATION 


1501  Farm  Credit  Drive 
McLean. Virginia  22102-5090 


703  883-4001 


Dear  Reader: 

The  Farm  Credit  Administration  (FCA)  Board,  though  at  no  time  at  full  strength, 
was  without  a quorum  for  only  a few  weeks  during  the  calendar  year  1990.  Marvin 
Duncan  resigned  effective  September  10,  and  Billy  Ross  Brown's  appointment 
became  effective  October  30. 

Mr.  Brown  is  a well  known  farmer  and  conservationist  from  Oxford,  Mississippi. 

He  brings  an  added  perspective  to  the  FCA  Board  from  his  more  than  20  years 
experience  as  a director  of  Production  Credit  Associations. 

As  required  by  statute,  this  report  deals  with  the  condition  of  the  Farm  Credit 
System  (FCS)  and  the  extent  to  which  the  law  is  being  carried  out. 

Net  income  of  the  Farm  Credit  Banks  and  the  Banks  for  Cooperatives  decreased 
during  1990  as  compared  to  that  of  1989.  The  decrease  in  the  Farm  Credit  Banks 
occurred  in  spite  of  an  increase  in  net  interest  margin.  This  increase,  however,  was 
off-set  by  smaller  negative  provisions  for  loan  losses  in  1990,  as  well  as  the  fact  that 
1989  income  was  positively  affected  by  non-recurring  items.  The  primary  reason  for 
the  decline  in  the  net  income  of  the  Banks  for  Cooperatives  was  the  increase  in  their 
provisions  for  loan  losses.  The  net  income  of  the  direct  lender  associations  remained 
relatively  stable;  whereas  the  net  income  of  the  Federal  Land  Bank  Associations 
decreased  by  approximately  50  percent  of  1989  net  income  because  their  1989  net 
income  was  inflated  as  a result  of  the  financial  assistance  received  by  the  FLBA  of 
Jackson  in  Receivership. 

In  carrying  out  the  provisions  of  the  statute,  the  FCA  conducted  209  examinations 
during  the  year.  The  agency  also  executed  seven  cease  and  desist  orders  and  five 
formal  agreements  with  FCS  institutions.  At  the  end  of  the  year,  88  institutions  with 
assets  totaling  $52  billion  were  operating  under  enforcement  documents.  These 
figures  represent  only  28  percent  of  all  FCS  institutions,  but  account  for  82  percent 
of  total  assets. 

The  FCA  issued  29  new  or  amended  charters  because  of  corporate  restructuring 
activity  during  the  year.  The  results  of  this  activity  caused  an  increase  in  the 
number  of  associations,  as  stockholders  of  associations  that  previously  merged 
voted  to  reorganize  into  smaller  associations.  This  activity  will  continue  into  1991. 

During  1991,  the  FCA  will  be  assisting  in  the  legislative  development  process  to 
strengthen  the  institutions  of  the  FCS,  encourage  more  local  control,  and  alleviate 
the  risk  to  the  Government  and  the  taxpayer. 


Sincerely, 


Harold  B.  Steele,  Chairman 
Farm  Credit  Administration  Board 
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Terms 


These  terms  are  listed  here  to 
aid  in  the  understanding  of 
the  Farm  Credit  Administra- 
tion section  of  this  report. 
Some  are  explained  in  more 
detail  in  other  sections  of  the 
report. 

Farm  Credit  System  (FCS) — 

Collective  term  for  lending 
institutions  and  other  entities 
chartered  under  authorities 
contained  in  the  Farm  Credit 
Act  of  1971,  as  amended. 

Farm  Credit  Bank  (FCB) — 

Makes  direct  long-term  agri- 
cultural real  estate  loans 
and/or  provides  short-and 
intermediate-term  loan 
funds  to  Federal  Land  Credit 
Associations  (FLCAs),  Pro- 
duction Credit  Associations 
(PCAs),  or  Agricultural 
Credit  Associations  (ACAs). 

Federal  Land  Bank  Associa- 
tion (FLBA) — Takes  applica- 
tions for  and  services  long- 
term real  estate  loans  for  an 
FCB. 

Federal  Land  Credit  Associ- 
ation (FLCA) — An  FLBA 
that  has  been  given  direct 
long-term  real  estate  lending 
authority  and  makes  such 
loans  with  funds  obtained 
from  an  FCB. 

Production  Credit  Associa- 
tion (PCA) — Makes  direct 
short-and  intermediate-term 
loans  with  fund  obtained 
from  an  FCB. 


Agricultural  Credit  Associa- 
tion (ACA) — Makes  direct 
short-,  intermediate-,  and 
long-term  loans  with  funds 
obtained  from  an  FCB. 

Federal  Land  Bank  of  Jack- 
son  in  Receivership — Made 
long-term  real  estate  loans  in 
Alabama,  Louisiana,  and 
Mississippi.  Was  placed  in 
receivership  May  20,  1988. 

Federal  Intermediate  Credit 
Bank  of  Jackson — Provides 
short-and  intermediate-term 
loan  funds  to  two  PCAs. 

Bank  for  Cooperatives 
(BC) — Makes  loans  of  all 
kinds  to  agricultural,  aquat- 
ic, and  rural  utility 
cooperatives. 

Federal  Agricultural  Mort- 
gage Corporation — A feder- 
ally chartered  instrumentali- 
ty of  the  United  States  that 
provides  guarantees  for  the 
timely  payment  of  principal 
and  interest  on  securities 
representing  interests  in,  or 
obligations  backed  by,  pools 
of  qualified  loans. 


Farm  Credit  District — Terri- 
tory served  by  a Farm  Credit 
Bank. 

Farm  Credit  System  Insur- 
ance Corporation — A Gov- 
ernment corporation  estab- 
lished chiefly  to  insure  the 
timely  payment  of  principal 
and  interest  on  notes,  bonds, 
debentures,  and  other  obli- 
gations of  Farm  Credit  Sys- 
tem banks. 

Federal  Farm  Credit  Banks 
Funding  Corporation — An 

entity  owned  by  the  FCBs 
that  markets  the  securities 
sold  to  raise  loan  funds. 

Farm  Credit  System  Finan- 
cial Assistance  Corporation 
(FAC) — A federally  char- 
tered instrumentality  whose 
purpose  is  to  carry  out  a 
program  to  provide  capital 
to  FCS  institutions  that  are 
experiencing  financial 
difficulty. 

Farm  Credit  System  Assis- 
tance Board — A federally 
chartered  instrumentality 
whose  purpose  is  to  carry 
out  a program  to  provide  as- 
sistance to,  and  protect  the 
stock  of  borrowers  of,  the  in- 
stitutions of  the  FCS,  and  to 
assist  in  restoring  FCS  insti- 
tutions to  economic  viability. 
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Farm  Credit  Administration  Organization 

December  31, 1990 


Office  of  the  Farm 
Credit  Administration 
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Harold  B.  Steele 

Chairman 

Billy  Ross  Brown 

Member 

(Vacancy) 

Curtis  M.  Anderson 

Secretary 

Robert  R.  Andros 

Staff  Director 


Office  of  Examination 

David  C.  Baer 

Director  and  Chief  Examiner 


Office  of  Regulatory 
Enforcement 
William  L.  Robertson 

Director 


Office  of  Resources 
Management 
Michael  A.  Bronson 

Director 


Office  of  General 

Counsel 

Anne  E.  Dewey 
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Farm  Credit  Administration  Board:  Harold  B.  Steele  (right),  Chairman;  Billy  Ross  Brown  (left), 
Member 


Office  of 

Congressional  and 
Public  Affairs 

Mary  Kay  Thatcher 

Director 

Office  of  Inspector 

General 

Eldon  W.  Stoehr 

Inspector  General 
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Carm  Credit  Administration 


The  Farm  Credit  Administra- 
tion (FCA)  derives  its  pow- 
ers and  duties  from  the  Farm 
Credit  Act  of  1971,  as 
amended.  It  is  an  indepen- 
dent agency  in  the  Executive 
Branch  of  the  U.S.  Govern- 
ment responsible  for  the  reg- 
ulation and  examination  of 
the  banks,  associations,  and 
related  institutions  chartered 
under  the  act,  which  collec- 
tively comprise  what  is 
known  as  the  Farm  Credit 
System  (FCS). 

The  management  of  the  FCA 
is  vested  in  a three-member 
board  appointed  by  the  Pres- 
ident of  the  United  States 
with  the  advice  and  consent 
of  the  U.S.  Senate.  The  chair- 
man of  the  board,  who  is 
designated  by  the  President 
from  among  its  members,  al- 
so serves  as  the  chief  execu- 
tive officer  of  the  agency. 

The  statutory  powers  of  the 
board  include: 

. approving  the  rules  and 
regulations  for  the  imple- 
mentation of  the  act; 

. providing  for  the  examina- 
tion of  the  condition  of,  and 
general  regulation  of  the  per- 
formance of  all  the  powers, 
functions,  and  duties  vested 
in,  each  FCS  institution; 

• providing  for  the  perfor- 
mance of  all  the  powers  and 
duties  vested  in  the  FCA; 
and 

• requiring  such  reports  as  it 
deems  necessary  from  the  in- 
stitutions of  the  FCS. 


In  carrying  out  his  responsi- 
bilities under  the  act,  the 
chairman  is  governed  by 
general  policies  adopted  by 
the  board  and  by  such  regu- 
latory decisions,  findings, 
and  determinations  as  the 
board  may  be  authorized  by 
law  to  make.  The  chairman 
enforces  the  rules,  regula- 
tions, and  orders  of  the 
board.  All  acts  of  the  chair- 
man are  conclusively  pre- 
sumed to  be  in  compliance 
with  such  regulatory  deci- 
sions, findings,  and  determi- 
nations. 

In  carrying  out  the  responsi- 
bilities of  chief  executive  offi- 
cer, the  chairman  is  responsi- 
ble for  directing  the  imple- 
mentation of  policies  and 
regulations  adopted  by  the 
board  and,  after  consultation 
with  the  board,  the  execution 
of  the  administrative  func- 
tions and  duties  of  the  FCA. 

During  calendar  year  1990, 
the  FCA  Board  was  without 
a quorum  from  September 
10,  when  Marvin  R.  Duncan 
resigned  after  completing  his 
term,  until  October  30,  when 
Billy  Ross  Brown  began  his. 


Major  Actions  of  the 
FCA  Board 

The  board  approved  the  fol- 
lowing Mission  Statement 
for  the  agency. 

"The  Farm  Credit  Adminis- 
tration will  provide  an  effec- 
tive regulatory  environment 
to  facilitate  the  competitive 
delivery  of  financial  services 
to  agriculture  while  protect- 
ing the  public,  the  taxpayer, 
and  the  investor  by  using 
wisdom,  sound  judgment, 
and  vision." 

The  board  also  approved  the 
following  as  the  objectives  of 
the  FCA. 

"Ensure  that  the  Farm  Credit 
System  operates  in  a safe  and 
sound  manner  and  in  com- 
pliance with  laws  and 
regulations. 

"Create  innovative  examina- 
tion and  regulatory  tech- 
niques to  efficiently  use 
agency  resources. 

"Foster  a work  environment 
in  which  all  employees  can 
develop  professionally,  con- 
tribute to  the  agency's  initia- 
tives, and  achieve  a sense  of 
satisfaction  in  their  work. 

"Maintain  and  improve 
FCA's  communications." 

Restructuring 

Continues 

During  1990,  the  FCA  issued 
29  new  or  amended  charters 
because  of  mergers  and  other 
corporate  restructuring  ac- 
tivity among  FCS  associa- 
tions. Two  charters  were  can- 
celed due  to  liquidations — 
one  was  a Production  Credit 
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Association  (PCA)  in  the 
Texas  Farm  Credit  District, 
and  the  other  was  the  Farm 
Credit  Corporation  of  Amer- 
ica, a service  corporation. 
There  were  no  terminations 
of  FCS  institution  status  pur- 
suant to  section  7.10  of  the 
act. 

Also  in  1990,  six  more  Feder- 
al Land  Bank  Associations 
(FLBAs)  gained  the  authority 
to  make  direct  long-term  real 
estate  mortgage  loans 
through  transfer  of  loan 
making  authority  from  their 
respective  Farm  Credit 
Banks  (FCBs).  These  newly 
designated  Federal  Land 
Credit  Associations  (FLCAs) 
were  in  the  St.  Paul  and 
Western  Farm  Credit  Dis- 
tricts. In  addition,  10  FLBAs 
in  the  St.  Louis  Farm  Credit 
District  have  received  stock- 
holder and  bank  approvals 
for  transfer  of  long-term 
lending  authority  and  are  ex- 
pected to  become  FLCAs  on 
January  1,  1991. 

As  authorized  under  section 
7.9  of  the  act,  stockholders  of 
associations  that  voluntarily 
merged  between  December 
23,  1985,  and  January  6, 1988, 
were  permitted  to  vote  to  re- 
organize as  separate  associa- 
tions. Stockholders  in  three 
districts  went  through  this 
process.  The  reorganization 
of  the  South  Atlantic  PCA  in 
the  Columbia  Farm  Credit 
District  resulted  in  the  cre- 
ation of  20  new  PCAs  effec- 
tive July  1 , 1990.  In  the  Wi- 
chita Farm  Credit  District,  an 
FLBA  and  a PCA  will  be  re- 
organized into  eight  FLBAs 


and  six  PCAs,  respectively, 
as  of  January  1, 1991.  Six  of 
the  FLBAs  and  PCAs  share 
joint  management  and  serve 
similar  but  not  identical  ter- 
ritories. In  the  St.  Louis  Farm 
Credit  District,  the  Central 
PCA  was  reorganized  into 
nine  separate  PCAs.  Also,  20 
of  the  21  FLBAs  in  the  dis- 
trict consolidated  into  nine 
FLBAs.  These  actions  took 
place  during  1990  and  will 
become  effective  January  1, 
1991. 

Section  433  of  the  Agricultur- 
al Credit  Act  of  1987  provid- 
ed that  stockholders  of  asso- 
ciations adjoining  another 
district  may  vote  on  reas- 
signment of  their  association 
to  the  adjoining  district.  To 
be  eligible,  an  association 
had  to  file  a petition  with  the 
FCA  before  January  6,  1989. 
The  first  association 
(Albuquerque  Production 
Credit  Association)  to  take 
advantage  of  this  authority 
did  so  as  of  December  21, 
1990,  and  was  reassigned 
from  the  Wichita  district  to 
the  Texas  district. 

The  reassignment  occurred 
when  the  charter  of  the  FCB 
of  Texas  was  amended  to  en- 
able the  bank  to  lend  to  the 
PCA  in  that  territory  in  New 
Mexico. 


A large  number  of  associa- 
tion reorganizations  are  ex- 
pected during  1991,  includ- 
ing mergers  of  like  associa- 
tions, mergers  of  unlike  asso- 
ciations to  create  Agricultur- 
al Credit  Associations 
(ACAs),  and  conversion  of 
FLBAs  into  direct  lending 
FLCAs. 

The  number  of  associations 
is  not  indicative  of  total  ser- 
vice locations  because  of  the 
many  branch  offices  that 
exist. 

Examination  Activities 

The  mission  of  the  Office  of 
Examination  (OE)  is  to 
provide  continual  oversight 
of  each  FCS  institution 
through  examination  and  su- 
pervisory programs  that  pro- 
mote safe  and  sound  opera- 
tions and  ensure  compliance 
with  all  applicable  laws  and 
regulations. 

The  Office  of  Examination  is 
committed  to  excellence  and 
efficient  operations.  Principal 
objectives  for  OE  are  to: 

• evaluate  each  institution's 
condition  and  performance 
and  cause  corrective  actions 
where  necessary; 

• ensure  an  appropriate  reg- 
ulatory framework  to  pro- 
mote safe  and  sound  opera- 
tions in  compliance  with  ap- 
plicable law  and  regulations; 

• develop,  motivate,  and  re- 
tain staff  to  carry  out  the 
agency's  mission; 

• communicate  effectively; 
and 
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Association  Structure * 


For  The  Years  Ended 
December  31, 

1989 

1990 

District  FLBA 

PCA  ACA 

FLCA 

FLBA 

PCA  ACA 

FLCA 

Springfield 

— 

— 

13 

— 

— 

— 

13 

— 

Baltimore 

1 

1 

16 

— 

1 

1 

16 

— 

Columbia 

20 

1 

— 

— 

20 

20 

— 

— 

Lousiville 

— 

2 

3 

2 

— 

1 

4 

1 

Jackson 

— 

2 

— 

— 

— 

2 

— 

— 

St.  Louis 

21 

5 

— 

— 

21 

5 

— 

— 

St.  Paul 

22 

19 

4 

— 

20 

19 

4 

2 

Omaha 

1 

1 

— 

— 

1 

1 

— 

— 

Wichita 

15 

16 

— 

— 

15 

15 

— 

— 

Texas 

50 

21 

— 

— 

50 

21 

— 

— 

Western 

15 

15 

3 

— 

11 

15 

3 

4 

Spokane 

1 

2 

— 

— 

1 

2 

— 

— 

Total 

146 

85 

39 

2 

140 

102 

40 

7 

* Excludes  institutions  in  receivership. 


• efficiently  and  effectively 
manage  resources. 

The  primary  method  to  ac- 
complish this  mission  and 
principal  objectives  is 
through  the  recruitment, 
training,  and  retention  of 
qualified  staff  whose  work 
consistently  reflects  compe- 
tence, objectivity,  profession- 
al integrity,  and  efficiency. 

The  Office  of  Examination 
underwent  a number  of  or- 
ganizational changes  during 
1990.  Effective  August  27, 
1990,  the  Office  of  Financial 
Analysis  and  the  Special  Ex- 
amination Division  of  the  Of- 
fice of  Examination  merged 


forming  a single  division 
known  as  the  Policy  and 
Risk  Analysis  Division 
(PRAD).  Also,  OE  reduced 
its  regional  examination  of- 
fices from  four  regions  to 
three  and  designated  them 
as  the  Eastern,  Central,  and 
Western  Regions.  The  con- 
solidation provided  an  op- 
portunity to  further  stream- 
line operations.  In  addition, 
three  field  examination  of- 
fices located  in  Omaha,  Neb., 
Louisville,  Ky,  and  Spokane, 
Wash.,  will  be  closed  in  Au- 
gust 1991. 

With  the  new  regional  and 
field  examination  office 
alignment,  the  Office  of  Ex- 
amination has  implemented 
a portfolio  approach  to  ex- 
amination. This  approach  as- 
signs specific  FCS  institu- 
tions to  OE  field  offices.  The 
assignments  have  been  es- 
tablished based  on  the  most 


cost  effective  means  of  con- 
ducting the  examinations 
and  do  not  necessarily  corre- 
spond to  the  Farm  Credit 
District  boundaries. 

Currently,  the  Office  of  Ex- 
amination consists  of  the  Of- 
fice of  the  Chief  Examiner, 
three  regional  offices,  and 
the  Policy  and  Risk  Analysis 
Division.  The  Office  of  the 
Chief  Examiner,  PRAD,  and 
the  Eastern  Regional  Office 
are  located  at  the  agency's 
headquarters  in  McLean,  Va. 
The  Eastern  Regional  Office 
has  field  offices  in  McLean, 
Va.,  Albany,  N.Y.,  Louisville, 
Ky.,  and  Atlanta,  Ga.,  and  is 
primarily  responsible  for  ex- 
aminations in  the  Spring- 
field,  Baltimore,  Louisville, 
Columbia,  and  Jackson  Farm 
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Credit  Districts.  The  Eastern 
Regional  Office  also  includes 
the  Information  Systems  Ex- 
amination Branch  (ISEB)  and 
the  Special  Examination 
Branch  (SEB).  ISEB  conducts 
examinations  on  information 
systems  of  all  Farm  Credit 
Banks  while  SEB  is  primarily 
responsible  for  the  examina- 
tions and  oversight  of  the 
Federal  Farm  Credit  Banks 
Funding  Corporation,  the 
Farm  Credit  System  Finan- 
cial Assistance  Corporation, 
and  the  Federal  Agricultural 
Mortgage  Corporation. 

The  Central  Regional  Office, 
St.  Louis,  Mo.,  is  responsible 
for  examinations  primarily  in 
the  Omaha,  Wichita,  St. 

Louis,  and  St.  Paul  Farm 
Credit  Districts,  as  well  as 
the  Farm  Credit  Leasing  Ser- 
vices Corporation  in  Min- 
neapolis, Minn.  Central  Re- 
gion field  offices  are  located 
in  St.  Louis,  Mo.,  Blooming- 
ton, Minn.,  Omaha,  Neb., 
and  Oklahoma  City,  Okla. 
The  Western  Regional  Office, 
Denver,  Colo.,  is  responsible 
for  the  examinations  primari- 
ly in  the  Western,  Spokane, 
and  Texas  Farm  Credit  Dis- 
tricts, and  the  National  Bank 
for  Cooperatives  in  Denver, 
Colo.  Western  Region  field 
offices  are  located  in 
Spokane,  Wash.,  Dallas, 
Texas,  Sacramento,  Calif., 
and  Denver,  Colo.  The  Office 
of  Examination  is  also  re- 
sponsible for  the  examination 
of  the  National  Consumer 
Cooperative  Bank  and  the 
National  Consumer  Coopera- 
tive Bank  Development  Cor- 
poration, Washington,  D.C. 


The  new  Policy  and  Risk 
Analysis  Division  consists  of 
Accounting  and  Reporting, 
Financial  and  Economic 
Analysis,  and  Regulatory 
Policy.  Accounting  and  Re- 
porting establishes  and  is- 
sues accounting  and  disclo- 
sure guidelines  in  addition 
to  interpreting  accounting  is- 
sues and  providing  technical 
support  for  the  Office  of  Ex- 
amination. Monitoring  exter- 
nal environmental  and  eco- 
nomic trends  and  the  effects 
on  the  Farm  Credit  System 
are  the  primary  responsibili- 
ty of  Financial  and  Economic 
Analysis.  Other  duties  in- 
clude conducting  economic 
research  and  financial  stud- 
ies, and  managing  the  call  re- 
porting system  that  obtains 
regular  financial  reports  on 
Farm  Credit  System  institu- 
tions. Regulatory  Policy  is  re- 
sponsible for  leading  the  de- 
velopment of  regulations 
and  policy  for  the  FCA,  and 
interpreting  technical  issues. 
Other  major  duties  include 
the  prior  approval  of  FCS  in- 
stitution mergers,  transfers 
of  direct  lending  authorities 
from  FCS  banks  to  associa- 
tions, and  changes  to  institu- 
tion charters. 


The  Office  of  Examination  al- 
so performs  follow-up  inves- 
tigations on  borrower  rights 
complaints.  Frequently,  such 
investigations  involve  field 
review  of  the  loan  transac- 
tion and  the  determination  of 
institution  compliance  with 
the  requirements  of  the  act 
and  the  regulations.  Findings 
and  conclusions  are  normal- 
ly communicated  to  the  com- 
plainant by  the  Office  of 
Congressional  and  Public 
Affairs. 

In  a continuing  effort  to  re- 
duce costs  and  increase  effi- 
ciency, an  offsite  examina- 
tion program  was  imple- 
mented in  1990  on  a pilot  ba- 
sis and  several  test  examina- 
tions have  been  scheduled 
for  the  second  quarter  of 
1991.  This  process  will  allow 
shifting  of  examination  re- 
sources to  high-risk  institu- 
tions and  minimizing  exami- 
nations of  low-risk  institu- 
tions. The  Office  of  Examina- 
tion constantly  reviews  ex- 
amination procedures  in  an 
effort  to  identify  areas  that 
will  enhance  examination  ef- 
ficiency and  improve  the 
quality  of  reports. 

The  Office  of  Examination 
has  an  offsite  monitoring 
program  that  periodically 
monitors  the  performance 
and  condition  of  all  FCS  in- 
stitutions. The  program  per- 
mits early  recognition  of  ad- 
verse trends  in  key  perfor- 
mance areas  of  an  institution. 
The  monitoring  program  is 
enhanced  with  the  use  of  di- 
rect computer  networking 
between  the  FCA's  McLean 
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headquarters  and  all  region- 
al and  field  offices.  This  pro- 
vides examiners  access  to  pe- 
riodic financial  reports  and 
loan  portfolio  information. 
Computer  networking  al- 
lows examiners  to  detect  in- 
creased risk  in  a timely  man- 
ner and  permits  early  initia- 
tion of  corrective  actions  to 
avert  serious  financial 
problems. 

During  1990,  the  Office  of  Ex- 
amination increased  its  em- 
phasis on  and  intensified  ex- 
aminations of  a number  of  ar- 
eas, including  the  following. 

. Asset/Liability  Manage- 
ment— The  volatility  of  inter- 
est rates  has  increased  the 
importance  for  financial  in- 
stitutions to  have  adequate 
asset/liability  policies  and 
procedures  implemented  to 
limit  risks  associated  with 
changing  financial  markets. 
An  institution's  overall  fi- 
nancial condition  is  material- 
ly affected  by  the  manner  in 
which  its  assets  and  liabili- 
ties are  managed.  Written 
guidance  has  been  provided 
by  FCA  to  the  FCS  institu- 
tions on  asset/liability  man- 
agement practices  and  loan 
terms  and  conditions  offered 
by  institutions.  In  addition, 
examination  activities  have 
been  intensified  in  the  areas 
of  liquidity  and  compliance 
with  regulations  concerning 
investments  by  FCS  institu- 
tions. Written  guidance  has 
also  been  provided  to  ad- 
dress these  issues. 


. Borrower  Rights — The  Of- 
fice of  Examination  has  con- 
tinued to  emphasize  the  ex- 
amination for  compliance 
with  the  borrower  rights 
provisions  of  the  Farm  Cred- 
it Act  of  1971,  as  amended, 
and  Regulation  B,  Equal 
Credit  Opportunity,  issued 
by  the  Board  of  Governors  of 
the  Federal  Reserve  System. 
As  noted  earlier,  the  Office 
of  Examination  investigates 
alleged  violations  of  borrow- 
er rights  and  equal  credit  op- 
portunity in  conjunction 
with  the  Office  of  Congres- 
sional and  Public  Affairs. 

. Off-Balance-Sheet  Items — 
Off-balance-sheet  activities 
can  expose  an  institution  to 
the  risk  of  loss.  These  activi- 
ties include  letters  of  credit, 
loan  commitments,  and 
pending  litigations.  Written 
guidance  on  the  appropriate 
conversion  factors  to  be  used 
for  loan  commitments  in  cal- 
culating the  permanent  capi- 
tal ratio  was  provided  to  FCS 
institutions  during  the  year. 

• Nonperforming  Loans — 
The  identification  of  nonper- 
forming loans  by  FCS  insti- 
tutions is  critical  to  ensure 
proper  management  of  loan 
portfolio  risk.  The  Office  of 
Examination  has  continued 
its  emphasis  on  determining 
that  FCS  institutions  have  ac- 
curately identified  high-risk 
loans  with  appropriate  per- 
formance classifications.  The 
performance  classification 
reflects  a borrower's  ability 
to  meet  the  terms  of  the  loan 
and  not  the  over  reliance  on 
collateral  for  repayment.  In 


addition,  the  accurate  identi- 
fication of  nonperforming 
loans  is  important  to  ensure 
proper  reporting  to  share- 
holders and  the  effect  on  the 
institution's  financial  condi- 
tion. The  FCA  has  provided 
written  guidance  on  the 
identification  and  accounting 
of  nonperforming  loans. 

With  the  additional  responsi- 
bilities of  the  former  Office 
of  Financial  Analysis,  the  Of- 
fice of  Examination,  specifi- 
cally the  Policy  and  Risk 
Analysis  Division,  has  been 
extensively  involved  with 
the  development  of  regula- 
tions, merger  analysis,  and 
accounting  issues.  That  in- 
volvement resulted  in: 

• the  issuance  of  bookletters 
to  FCS  institutions  that  pro- 
vided guidelines  on  interest 
rate  swaps,  liquidity  and  in- 
vestment practices,  begin- 
ning permanent  capital  ratio 
calculations,  and  the  applica- 
bility of  FCA  regulations  to 
loans  sold  in  the  secondary 
market; 

• the  issuance  of  revised  reg- 
ulations on  lending  authori- 
ties and  proposed  revised 
regulations  on  lending  lim- 
its, appraisals,  loan  partici- 
pation, and  financial  disclo- 
sure to  shareholders; 
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• the  development  of  pro- 
posed new  regulations  for 
termination  of  FCS  status  for 
small  associations  and  for 
the  organization  and  owner- 
ship of  certified  mortgage 
poolers  by  FCS  banks  and 
associations; 

• analyses  and  recommenda- 
tions on  the  termination  of 
the  charter  of  the  Farm  Cred- 
it Corporation  of  America, 
the  reassignment  of  a PCA  to 
an  adjoining  Farm  Credit 
District,  six  transfers  of  direct 
lending  authority  from  the 
district  banks  to  associations, 
one  reorganization  of  a large 
association  into  20  smaller 
ones,  and  104  other  financial 
and  credit  approvals; 

• the  granting  of  conditional 
preliminary  approval  to 
form  a certified  mortgage  fa- 
cility in  the  FCS  to  pool  and 
securitize  loans  with  the  Fed- 
eral Agricultural  Mortgage 
Corporations  (Farmer  Mac) 
and  analyzed  Farmer  Mac's 
Securities  Guide; 

• the  evaluation  of  General 
Accounting  Office  and  De- 
partment of  the  Treasury 
studies  on  risks  from  Gov- 
ernment-sponsored enter- 
prises and  identified  FCA's 
role  for  controlling  these 
risks;  and 

• the  initiation  of  an  analysis 
of  competition  within  the 
FCS  to  determine  the  most 
appropriate  options  for  bal- 
ancing the  needs  of  borrow- 
ers with  the  interests  of  the 
public  and  investors. 


The  PRAD  also: 

• led  the  development  of 
regulations  dealing  with  dis- 
closure to  shareholders; 

• developed  accounting  in- 
terpretations for  staff  dealing 
with  a variety  of  issues  in- 
cluding the  accounting  for 
sales  of  real  estate,  account- 
ing for  sales  of  loans  be- 
tween FCS  institutions,  ac- 
counting for  nonaccrual 
loans,  classification  of  loans 
sold  between  FCS  institu- 
tions, application  of  the  ac- 
counting concept  of  material- 
ity, the  proper  accounting  re- 
lating to  participation  loans 
between  FCS  institutions, 
and  disclosure  of  financial 
forecasts; 

• provided  accounting  sup- 
port to  the  agency  relating  to 
the  FCS  and  initiated  action 
regarding  the  proper  record- 
ing of  the  Farm  Credit  Sys- 
tem Insurance  Corporation 
assets; 

• provided  timely  processing 
of  the  monthly  and  quarterly 
call  reports; 

• provided  input  to  and  sup- 
port of  the  preparation  of 
FCA's  quarterly  and  annual 
reports  of  analysis  of  the  fi- 
nancial performance  of  con- 
dition of  institutions  of  the 
Farm  Credit  System; 


• continued  the  development 
and  enhancement  of  FCA's 
offsite  surveillance  capabili- 
ty, which  monitors  the  finan- 
cial soundness  of  FCS  insti- 
tutions, and  includes  the 
Uniform  Performance  Re- 
port, Early  Warning  System, 
Key  Indicators  Report,  and 
financial  projection  models 
for  institutions; 

• kept  FCA  board  and  man- 
agement informed  of  exter- 
nal and  FCS  conditions  and 
risk  utilizing  the  FCA  Quar- 
terly Report,  the  annual  Eco- 
nomic Perspectives  Report, 
the  annual  Economic  Re- 
source Handbook,  Risk 
Analysis  Memorandums  and 
special  analysis  on  economic 
conditions  affecting  the  FCS 
and  its  institutions;  and 

• prepared  special  analyses 
of  the  conditions  of  the 
Farm  Credit  Bank  of 
Spokane  and  several  other 
FCS  institutions. 

The  FCA  Examiner  Commis- 
sioning Program  continues 
to  play  an  important  role  in 
the  development  and  train- 
ing of  FCA  examiners.  The  3- 
to  5-year  on-the-job  and  for- 
mal Precommission  Training 
Program  concludes  with  a 
week-long  oral  and  written 
test.  Once  an  individual  suc- 
cessfully completes  the  test, 
he  or  she  is  commissioned  to 
conduct  examinations  of  any 
bank,  association,  corpora- 
tion, or  other  institution  sub- 
ject to  examination  by  the 
FCA  and  to  perform  all  acts 
requisite  and  proper  for  the 
conduct  of  such  examina- 
tions. Five  commissioning 
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tests  were  conducted  in  1990 
and  32  examiners  were  com- 
missioned. At  the  end  of 
1990,  the  FCA  had  161  com- 
missioned examiners  with  a 
total  examination  staff  of  293 
examiners.  The  commission- 
ing test  is  updated  annually 
and  revised  to  reflect 
changes  in  the  structure  of 
FCA  and  in  examination 
procedures. 

While  most  of  the  formal 
training  has  been  developed 
and  is  carried  out  by  FCA 
staff  to  facilitate  its  relevance 
to  the  job  and  ensure  cost  ef- 
ficiency, interagency  training 
is  also  an  important  aspect  of 
an  examiner's  development. 
FCA  examiners  are  exposed 
to  other  Federal  financial  in- 
stitution regulators  through 
training  courses  conducted 
by  the  Federal  Financial  In- 
stitutions Examination 
Council.  The  FCA  is  commit- 
ted to  the  training  and  devel- 
opment of  precommissioned 
and  commissioned  examin- 
ers to  ensure  that  the  FCA 
meets  its  regulatory  respon- 
sibilities in  a professional 
and  competent  manner. 


Ratings 


Institutions 

1 

2 

3 

4 

5 

FCBs,  BCs,  FICB 

5 

7 

3 

PCAs 

37 

24 

23 

3 

ACAs 

1 

30 

6 

2 

FLBAs 

1 

19 

35 

9 

FLCAs 

1 

3 

Total 

2 

92 

75 

37 

3 

Each  FCS  institution  is  as- 
signed a composite  rating 
upon  the  completion  of  each 
examination.  The  FCA  Rat- 
ing System  is  similar  to  the 
Uniform  Financial  Institu- 
tions Rating  System  used  by 
most  regulators  of  financial 
institutions.  The  rating  sys- 
tem has  been  revised  to  re- 
flect the  nondepository  na- 
ture of  FCS  institutions.  Each 
institution  is  assigned  a com- 
posite rating  based  on  an 
evaluation  of  its  capital  ade- 
quacy, asset  quality,  man- 
agement, earnings,  and  liq- 
uidity position.  The  ratings 
are  on  a scale  of  "\"  through 
"5"  in  descending  order  of 
regulatory  concern.  A rating 
of  1 is  assigned  to  well-man- 
aged institutions  that  are  ba- 
sically sound  in  every  re- 
spect, while  a rating  of  5 is 
assigned  to  institutions  with 
an  extremely  high  immedi- 
ate-or  near-term  probability 
of  failure.  Institutions  rated  3 
exhibit  numerous  weakness- 
es ranging  from  unsatisfacto- 
ry to  moderately  severe. 
Above  are  the  ratings  of  the 
209  FCS  institutions  exam- 
ined by  FCA  in  1990. 


Supervision  and 
Enforcement 

The  Office  of  Regulatory  En- 
forcement (ORE)  is  the  lead 
office  for  the  FCA's  supervi- 
sion and  enforcement  activi- 
ties for  FCS  institutions  that 
require  more  than  normal  at- 
tention. Such  institutions  are 
typically  found  to  be  in  non- 
compliance  with  the  statute 
or  regulations  and/or  are 
operating  in  an  unsafe  or  un- 
sound manner.  The  office  al- 
so oversees  institutions  in  re- 
ceivership and  undertakes 
special  projects. 

The  ORE  has  two  basic  goals 
in  the  supervisory  and  en- 
forcement areas. 

1.  To  apply  consistent  and  ef- 
fective enforcement  actions 
to  any  FCS  institution  that 
demonstrates  instability  or 
whose  financial  condition 
poses  a threat  to  itself  or  to 
other  FCS  institutions. 
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2.  To  cause  problem  institu- 
tions to  be  rehabilitated 
through  prompt  and  effec- 
tive supervisory  actions. 

During  the  year  ended  De- 
cember 31, 1990,  the  ORE  ex- 
ecuted seven  cease  and  de- 
sist orders  and  five  agree- 
ments with  FCS  institutions. 
It  also  issued  nine  superviso- 
ry letters  and  40  follow-up 
letters,  amended  two  cease 
and  desist  orders  and  one 
agreement,  and  imposed 
conditions  on  14  reorganiza- 
tions and  four  corporate 
restructurings. 

Improved  compliance  and 
safety  and  soundness  among 
institutions  made  it  possible 
to  terminate  one  cease  and 
desist  order,  three  agree- 
ments, two  conditions  of 
merger,  and  two  supervisory 
letters. 

At  the  end  of  the  year,  there 
were  88  institutions  with  a 
total  of  $52.1  billion  in  assets 
operating  under  enforcement 
documents.  These  figures 
represent  28  percent  of  the 
number  of  institutions  and 
82  percent  of  the  total  assets 
of  all  FCS  institutions. 

The  typical  enforcement  doc- 
ument is  remedial  in  nature. 
It  most  often  contains  provi- 
sions that  require  boards  of 
directors  to  establish  plans  to 
correct  violations  of  law  or 
regulations,  loan  administra- 
tion or  other  operating  defi- 
ciencies, or  weaknesses  in 
the  financial  condition  of  the 
institution. 


Farm  Credit  System 
Institutions  in 
Receivership 

During  1990,  there  were  13 
FCS  institutions  in  various 
stages  of  receivership-the 
FLB  and  FFBA  of  Jackson, 
six  PCAs  in  the  Spokane 
Farm  Credit  District,  two 
PCAs  in  the  Texas  Farm 
Credit  District,  two  PCAs  in 
the  Omaha  Farm  Credit  Dis- 
trict, and  the  Farm  Credit 
Corporation  of  America. 

Substantially  all  of  the  re- 
maining assets  of  the  FFB 
and  FFBA  of  Jackson  in  Re- 
ceivership were  sold  during 
1990.  Loan  assets  were  sold 
to  a consortium  of  FCS  banks 
in  June,  and  the  remainder  of 
the  physical  assets  were  sold 
in  October.  The  receivership 
maintained  approximately 
$15  million  at  yearend  to 
conclude  the  receivership. 
When  the  institutions  were 
placed  in  receivership  on 
May  20, 1988,  their  total  as- 
sets were  nearly  $2.0  billion. 

The  majority  of  the  Federal 
Farm  Credit  Banks  Consoli- 
dated Systemwide  Bonds 
and  Discount  Notes  that  re- 
mained on  the  books  of  the 


FLB  of  Jackson  in  Receiver- 
ship were  assumed  on  a dol- 
lar-for-dollar  basis  by  the 
consortium  of  banks  based 
on  the  purchase  price  of  the 
assets.  The  balance  of  its  debt 
obligations  were  assumed  by 
FCS  banks  through  assis- 
tance provided  to  the  re- 
ceivership by  the  Farm  Cred- 
it System  Financial  Assis- 
tance Corporation  in  return 
for  a like  amount  of  pre- 
ferred stock  issued  by  the 
receivership. 

At  December  31, 1990,  the 
FLB  and  FLBA  of  Jackson  in 
Receivership  were  involved 
in  34  lawsuits  (both  as  plain- 
tiff and  defendant)  dealing 
with  both  pre-and  post-re- 
ceivership activities.  The  re- 
ceivership also  retained  the 
right  to  sell  approximately 
5,000  acres  of  land  in  Texas. 
Various  other  administrative 
activities  must  also  be  con- 
cluded before  the  FCA  Board 
can  cancel  the  charters  of  the 
liquidating  institutions  and 
discharge  the  receiver. 

The  assets  of  the  Richmond 
Production  Credit  Associa- 
tion in  Receivership,  in  Sug- 
ar Land,  Tex.,  were  reduced 
by  25.6  percent  from  $8.5 
million  to  $6.4  million  dur- 
ing 1990.  Since  January  6, 
1989,  when  the  FCA  Board 
approved  the  association 
board's  resolution  to  volun- 
tarily liquidate,  a total  of  63.6 
percent  of  the  assets  have 
been  satisfactorily  disposed 
of  by  the  receiver.  As  of  De- 
cember 31, 1990,  a total  of  32 
accounts  remained  in  the  as- 
set portfolio.  Efforts  to  com- 
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plete  the  closing  of  the  re- 
ceivership will  continue  to 
concentrate  on  collections 
and  settlements  of  the  re- 
maining accounts. 

The  Coleman  PCA,  Coleman, 
Tex.,  was  placed  in  receiver- 
ship on  April  26,  1989,  fol- 
lowing a determination  of 
the  FCA  Board  that  it  was 
operating  in  an  unsafe  and 
unsound  manner.  During 
1990,  its  assets  were  reduced 
from  $2.6  million  to  $1.9  mil- 
lion. Since  that  time,  the  re- 
ceiver has  disposed  of  74 
percent  of  its  assets.  As  of 
December  31, 1990,  a total  of 
10  accounts  remained  in  the 
asset  portfolio.  As  a result  of 
satisfactory  collection  efforts 
to  date,  a partial  asset  distri- 
bution to  stockholders  was 
made  in  early  1991. 

The  necessary  requirements 
have  been  met  for  the  FCA 
Board  to  consider  canceling 
the  charters  of  the  O'Neill 
Production  Credit  Associa- 
tion and  Valentine  Produc- 
tion Credit  Association  in 
Nebraska.  It  is  expected  that 
the  FCA  Board  will  take  ac- 
tion to  cancel  these  charters 
early  in  1991. 


The  six  Production  Credit  As- 
sociations that  remain  in  re- 
ceivership in  the  Spokane 
District  are  the  Glendive  PCA 
(Mont.),  the  Western  Wash- 
ington PCA  (Wash.),  the 
Willamette  PCA  (Ore.),  the 
Western  Montana  PCA 
(Mont.),  the  Milk  River  PCA 
(Mont.),  and  the  Southern 
Idaho  PCA  (Idaho).  Four  of 
these  associations  have  com- 
pleted the  regulatory  require- 
ments necessary  for  the  FCA 
Board  to  consider  canceling 
their  charters.  It  is  expected 
that  the  FCA  Board  will  take 
action  in  early  1991  to  close 
these  receiverships.  Final  as- 
set distribution  occurred 
when  stockholders  received 
par  value  for  their  stock  as  a 
result  of  assistance  provided 
by  the  Farm  Credit  System  Fi- 
nancial Assistance  Corpora- 
tion. The  two  remaining  asso- 
ciations are  expected  to  satis- 
fy all  the  regulatory  require- 
ments that  are  necessary  to 
have  their  charters  canceled 
during  1991. 

The  Farm  Credit  Corpora- 
tion of  America  (FCCA),  a 
former  service  organization 
of  the  Farm  Credit  System, 
requested  FCA  Board  ap- 
proval for  voluntary  liquida- 
tion. Approval  was  granted, 
and  on  January  31,  1990,  the 
FCA  Board  placed  the  FCCA 
in  receivership  and  appoint- 
ed a receiver  to  execute  the 
approved  plan  of  liquida- 
tion. The  liquidation  took 
place  according  to  the  plan 
and  the  FCA  canceled  the 
charter  on  December  20, 

1990. 


Office  of  General 
Counsel 

The  Office  of  General  Coun- 
sel (OGC)  provides  legal  ad- 
vice and  services  to  the  FCA 
Board,  the  chairman,  and 
agency  staff.  The  mission  of 
the  OGC  is  to  provide  pro- 
fessional comprehensive, 
and  authoritative  legal  ser- 
vices of  the  highest  quality  to 
enable  the  FCA  to  carry  out 
its  responsibilities  and  meet 
its  objectives. 

The  OGC  has  two  divisions. 

The  Corporate  and  Regulato- 
ry Law  Division  is  divided 
into  two  branches. 

The  Corporate  and  Adminis- 
trative Law  Branch  provides 
advice  and  renders  legal 
opinions  interpreting  the 
Farm  Credit  Act  of  1971,  as 
amended,  and  other  applica- 
ble laws  addressing  ques- 
tions relating  to  the  powers, 
duties,  and  authorities  of 
FCS  institutions  and  the 
FCA.  Some  of  the  areas  in- 
volved include  lending  pow- 
ers, disclosure,  reorganiza- 
tions, personnel  and  corpo- 
rate practices,  administrative 
law,  and  procurement. 

The  Regulatory  and  Legisla- 
tive Law  Branch  provides  le- 
gal support  for  the  develop- 
ment and  promulgation  of 
all  FCA  regulations  imple- 
menting the  Farm  Credit  Act 
of  1971,  as  amended,  and 
other  applicable  laws  and  in 
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connection  with  agency  leg- 
islative activities.  During 
1990,  the  Regulatory  and 
Legislative  Law  Branch  as- 
sisted in  the  promulgation  of 
regulations  that  contained 
amendments  to  12  CFR. 

Parts  613,  614,  615,  616,  618, 
and  619-Eligibility  and  Scope 
of  Financing;  Loan  Policies 
and  Operations,  and  Fund- 
ing Operations;  Coordina- 
tion; General  Provisions; 
Definitions.  The  regulations 
were  published  on  June  19, 
1990,  at  55  FR  24861 . 

In  addition,  the  branch  as- 
sisted in  the  development  of 
five  sets  of  proposed  regula- 
tions during  1990  pertaining 
to  the  Freedom  of  Informa- 
tion Act,  service  corpora- 
tions, termination  of  Farm 
Credit  System  status,  lending 
limits,  and  disclosure  to 
stockholders. 

The  Litigation  and  Enforce- 
ment Division  represents  the 
agency  in  enforcement  pro- 
ceedings initiated  by  the 
FCA,  in  proceedings  before 
other  administrative  bodies, 
and  in  litigation.  When  en- 
gaged in  litigation,  the  OGC 
usually  works  with  the  U.S. 
Department  of  Justice. 

At  the  beginning  of  1990, 
there  were  17  pending  law- 
suits involving  the  Farm 
Credit  Administration.  Dur- 
ing the  year,  three  lawsuits 
were  initiated  against  the 
agency,  and  nine  were  termi- 
nated. Of  the  nine,  eight 
were  dismissed  in  favor  of 
the  agency. 


Following  are  some  of  the  re- 
maining lawsuits  as  of  De- 
cember 31, 1990,  involving 
the  Farm  Credit  Administra- 
tion. Cases  are  alphabetically 
arranged,  and  each  listing  in- 
cludes the  name  and  number 
of  the  case,  the  court  where 
the  suit  was  filed,  and  the 
date  of  the  filing. 

Public  Citizen  v.  FCA,  No.  90- 
5290  (D.C.  Cir.  filed  Oct.  17, 
1990).  Plaintiff  challenges  the 
FCA's  denial  of  access  to  re- 
ports of  examination  of  the 
National  Consumer  Cooper- 
ative Bank  under  the  Free- 
dom of  Information  Act.  The 
U.S.  District  Court  found  in 
favor  of  the  FCA.  Plaintiff 
has  appealed  to  the  U.S  Cir- 
cuit Court  for  the  District  of 
Columbia  Circuit. 

Little,  et  al.  v.  First  South  FCA, 
etal. , CA  No.  J89-0021(W) 
(S.D.  Miss,  filed  April  28, 
1989).  Plaintiffs'  suit,  in  part, 
challenges  the  FCA's  priority 
of  claims  regulation  in  re- 
gard to  priority  of  severance 
pay  for  approximately  230 
former  employees  of  several 
Farm  Credit  System  institu- 
tions in  the  Fifth  (Jackson) 
Farm  Credit  District.  On 
May  15, 1990,  the  U.S.  Dis- 
trict Court  issued  a partial 
summary  judgment  in  favor 
of  the  FCA.  No  notice  of  ap- 
peal was  filed,  but  the  main 
case  is  still  pending. 

First  South  PCA,  et  al.  v.  FCA, 
et  al.,  No.  89-0935-A  (E.D.  Va. 
filed  June  23, 1989).  Plaintiffs 
challenge  the  FCA's  determi- 
nation that  section  410  of  the 
Agriculture  Credit  Act  of 
1987  mandates  a merger  be- 


tween the  Federal  Intermedi- 
ate Credit  Bank  of  Jackson 
and  the  Farm  Credit  Bank  of 
Texas.  The  U.S.  District 
Court  found  in  favor  of  the 
FCA.  Plaintiffs  appealed  to 
the  Court  of  Appeals.  A deci- 
sion is  pending. 

The  following  three  lawsuits 
address,  in  part,  certain  bor- 
rower rights  provisions  of 
the  Agriculture  Credit  Act  of 
1987. 

Four-C  Ranch,  et  al.  v.  Western 
Farm  Credit  Bank,  et  al.,  No. 
289-0457  (U.S.  Bankruptcy 
Court,  Eastern  District  of 
California,  filed  Nov.  3, 

1989).  Plaintiffs  claim  the 
FCA  has  not  properly  en- 
forced certain  borrower 
rights  provisions.  The  case  is 
still  pending. 

Jackson,  et  al.  v.  FCA,  et  al., 

No.  CV-E-88-636  (Eastern 
District  of  California,  filed 
Dec.  12, 1988).  Plaintiffs 
claimed  that  the  FCA's  ac- 
tions were  arbitrary,  capri- 
cious, and  with  abuse  of  dis- 
cretion in  allowing  the  insti- 
tutions involved  to  have 
policies  and  practices  that  vi- 
olated the  plaintiff's  borrow- 
er rights.  The  U.S.  District 
Court  denied  plaintiffs' 
claim.  On  Jan.  12,  1990,  the 
U.S.  Court  of  Appeals  for  the 
Ninth  Circuit  affirmed  the 
District  Court's  decision.  On 
June  25, 1990,  the  U.S. 
Supreme  Court  declined  to 
review  the  decision  by  the 
Ninth  Circuit. 
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Morgan  v.  FCA,  et  al.,  No.  89- 
6159  (10th  Circuit  Court  of 
Appeals,  filed  Feb.  3,  1989). 
Plaintiffs  claimed  that  the 
Farm  Credit  Bank  of  Wichita 
(FCB)  and  South  Central  Ok- 
lahoma Production  Credit 
Association  (PCA)  did  not 
comply  with  borrower  rights 
provisions  and  requested  a 
writ  of  mandamus  to  compel 
the  FCA  to  force  the  FCB  and 
the  PCA  to  comply  with  bor- 
rower rights.  The  U.S.  Court 
of  Appeals  for  the  Tenth  Cir- 
cuit dismissed  the  action  on 
April  18, 1990. 

Farm  Credit 
Administration  Budget 

For  budgetary  purposes,  the 
Farm  Credit  Administration 
operates  on  a fiscal  year  be- 
ginning on  October  1 and 
ending  on  September  30.  The 
FCA's  budgetary  process  is 
set  forth  in  the  Farm  Credit 
Act  of  1971,  as  amended. 
Section  5.15  of  the  act  re- 
quires that  prior  to  the  first 
day  of  each  fiscal  year,  the 
FCA  shall  determine: 

• the  cost  of  administering 
the  act  for  the  subsequent  fis- 
cal year,  including  expenses 
for  official  functions; 

. the  amount  of  assessments 
that  will  be  required  to  pay 
such  administrative  expens- 
es, taking  into  consideration 
the  funds  contained  in  the 
Farm  Credit  Administration 
Administrative  Expense  Ac- 
count, and  maintaining  a 
necessary  reserve;  and 


Farm  Credit  Administration 
Administrative  Expense 

(Dollar  amounts  in  thousands) 


Object  Class 

FY  1990 

Actual 

FY  1991 
Estimated 

Personnel  Compensation 

Full-time  Permanent 

$21,491 

$23,207 

Other  Personnel  Compensation 

841 

998 

Personnel  Benefits 

5,708 

6,377 

Total  Personnel  Compensation 

28,040 

30,582 

Travel  and  Transportation  of  Persons 

3,167 

3,949 

Transportation  of  Things 

204 

238 

Communications,  Utilities  and 

Other  Rent 

765 

1,403 

Printing  and  Reproduction 

125 

136 

Other  Services 

2,103 

2,242 

Supplies  and  Materials 

573 

695 

Equipment 

1,116 

1,045 

Total  Obligations 

$36,093 

$40,290 

• the  amount  of  assessments 
that  will  be  required  to  pay 
the  cost  of  supervising  and 
examining  the  Federal 
Agricultural  Mortgage 
Corporation. 

On  the  basis  of  determina- 
tions made,  the  Farm  Credit 
Administration  is  required 
to: 

• apportion  the  amount  of 
the  assessment  among  FCS 
institutions  on  a basis  deter- 
mined to  be  equitable  by  the 
Farm  Credit  Administration; 

• assess  and  collect  such  ap- 
portioned amounts  from 
time  to  time  during  the  fiscal 
year;  and 


• assess  and  collect  from  the 
Federal  Agricultural  Mort- 
gage Corporation  from  time 
to  time  during  the  fiscal  year 
the  amount  determined  to  be 
necessary. 

The  amounts  collected  are 
deposited  in  the  Farm  Credit 
Administration  Administra- 
tive Expense  Account  and 
are  maintained  by  the  U.S. 
Treasury.  The  funds  con- 
tained in  the  expense  ac- 
count shall  be  available  with- 
out regard  to  the  Balanced 
Budget  and  Emergency 
Deficit  Control  Act  of  1985  or 
any  other  law  to  pay  the  ex- 
penses of  the  FCA.  The 
funds  contained  in  this  ac- 
count are  not  construed  to  be 
Federal  Government  funds 
or  appropriated  monies. 
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The  Farm  Economy 

and  Its  Effects  on  the  Farm  Credit  System 


Farm  Credit  System  institu- 
tions are  largely  single-in- 
dustry lenders,  serving  farm- 
ers, ranchers,  and  their  coop- 
eratives. This  means  that 
loan  demand  and  repayment 
capacity  of  their  borrowers 
are  greatly  affected  by  condi- 
tions in  the  agricultural  sec- 
tor of  the  U.S.  economy. 

On  balance,  1990  was  anoth- 
er solid  financial  year  for 
farmers  and  ranchers.  Enter- 
ing the  year,  basic  supply 
and  demand  factors  for  most 
major  farm  commodities 
were  favorable  for  strong 
prices  and  net  farm  income. 
However,  as  the  year  pro- 
gressed the  seeds  of  a down- 
turn were  being  sown.  For 
several  key  commodities,  ex- 
cess supply  conditions 
emerged  during  the  second 
half  with  cotton  and  red 
meats  being  notable  excep- 
tions. In  addition,  domestic 
and  international  policy  de- 
velopments turned  negative 
for  agriculture  later  in  the 
year.  Even  so,  indications  are 
that  sector-wide  net  income 
measures  were  at  or  near 
record  highs  in  1990.  Less  fa- 
vorable was  a slowdown  in 
the  gain  of  farmland  values 
to  about  half  the  inflation 
rate  and  the  prospect  of  re- 
duced net  farm  income  in 
1991. 


Farm  Commodity 
Situation 

Leading  the  return  of  crop 
supplies  that  exceeded  con- 
sumption were  record  large 
world  wheat,  rice,  and 
oilseed  harvests,  plus  finan- 
cial problems  for  some  im- 
porting nations.  This  meant  a 
global  increase  in  overall 
grain  supplies,  generally 
weaker  world  trade,  and 
softer  price  prospects  for 
grains  and  oilseeds  during 
the  1990-91  marketing  year. 
Generally  opposite  condi- 
tions developed  late  in  the 
year  for  domestic  fruit  and 
vegetable  producers  because 
of  adverse  weather  in  the 
Western  states,  including  se- 
vere freeze  damage  and  con- 
tinued drought. 

Overall,  livestock  producers 
had  good  margins  during 
1990.  Margins  for  milk  pro- 
ducers were  exceptionally 
strong  during  the  first  half, 
but  prices  fell  sharply  late  in 
1990.  This  ended  what  had 
been  a respite  from  over  pro- 
duction, and  portends  a 
much  rougher  period  for 
dairy  producers.  Cattle  and 
hog  operations  stayed  prof- 
itable as  producers  seemed 
to  ignore  strong  market  sig- 
nals to  expand  herds.  Ex- 
tremely poor  range  condi- 
tions and  rising  irrigation 
costs  in  the  West  meant  a 
jump  in  forage  cost  and 
caused  considerable  move- 
ment of  cattle  to  feedlots  and 
greener  pastures.  Margins 
were  slim  but  positive 
among  poultry  and  egg  pro- 
ducers, resulting  in  some 


slow-down  in  their  sustained 
growth  pattern. 

Domestic  wheat  stocks  are 
approaching  pre-1988-89 
drought  conditions;  and 
farm  wheat  prices  in  the 
1990-91  season  are  averaging 
over  $1  per  bushel  below 
those  of  the  past  two  sea- 
sons. But  the  stock  situation 
is  far  from  where  it  had 
been.  Ending  1990-91  wheat 
stocks  will  be  less  than  half 
those  from  the  1985  and  1986 
crop  years,  and  the  1990-91 
ending  feedgrain  stocks  in 
the  United  States  are  likely  to 
remain  near  their  relatively 
tight  1989-90  level.  These  are 
far  from  prior  burdensome 
stock  levels.  Thus,  grain  mar- 
kets in  1991-92  are  likely  to 
be  highly  weather  and  ex- 
port sensitive.  This  situation 
is  not  expected  to  change 
quickly  because  a significant 
portion  of  our  cropland  re- 
mains out  of  production  due 
to  the  long-term  conserva- 
tion reserve  program. 

Agricultural  Policy 
Situation 

Among  the  major  political 
factors  of  1990  affecting  U.S. 
agriculture  were:  the  debate 
and  passage  of  the  1990 
Farm  and  Budget  Reconcilia- 
tion Acts;  Iraq's  invasion  of 
Kuwait;  internal  problems 
within  the  Soviet  Union;  and 
the  breakdown  of  interna- 
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tional  trade  negotiations.  The 
latter  refers  to  the  General 
Agreement  on  Tariffs  and 
Trade  (GATT)  talks.  While 
the  suspension  is  not  one  of 
great  immediate  concern,  is- 
sues at  stake  are  some  of  the 
more  critical  ones  for  the  sec- 
tor's long-term  health.  The 
unexpected  Mideast  situation 
caused  a run-up  in  oil  prices, 
pushing  some  harvest  and 
transportation  costs  higher 
for  farmers.  The  new  Farm 
Act  largely  froze  farm  sup- 
ports where  the  prior  act  end- 
ed, but  the  budget  measure 
effectively  imposed  an  imme- 
diate 15-percent  reduction  in 
crop  program  benefits. 

Budget  pressures  clearly 
hinted  at  reduced  farm  sup- 
ports before  the  final  farm 
bill  and  budget  measures 
passed  Congress.  Thus,  some 
of  its  negative  impacts  were 
being  reflected  in  the  mar- 
ketplace before  enactment  on 
November  28, 1990.  This  was 
evidenced  by  a slowing  of 
land  price  increases  during 
the  third  and  fourth  quarters 
throughout  much  of  the 
Midwest  where  program 
crops  are  most  important. 

Given  a tendency  toward 
over-supply  and  depressed 
prices,  the  immediate  out- 
look for  program  crop  pro- 
ducers is  being  shaped  by 
the  1990  Farm  Act.  At  least 
in  theory,  producers  can  par- 
tially offset  lost  Government 
payments  on  the  15-percent 
ineligible  payment  acres  by 
switching  to  more  profitable 
crops.  Thus,  the  loss  of  pay- 
ment acres  does  not  neces- 


sarily mean  a drop  in  net  in- 
come. Still,  less  income  pro- 
tection is  being  provided. 
And  under  current  condi- 
tions of  limited,  profitable  al- 
ternative crops,  the  program 
changes  mean  that  net  in- 
comes of  most  program  pro- 
ducers will  both  be  down  in 
1991  and  lower  than  they 
otherwise  would  have  been. 
Cotton  is  an  exception. 

Where  it  can  be  grown,  posi- 
tive features  of  the  new  pro- 
gram provisions  will  be  illus- 
trated in  1991. 

Farm  Financial 
Situation  and  FCS 
Condition 

The  farm  sector  has  had  a se- 
ries of  relatively  strong  fi- 
nancial performance  years 
since  the  early  1980s,  espe- 
cially the  last  4 years.  Rela- 
tively high  net  farm  incomes 
have  been  coupled  with  re- 
covery in  the  balance  sheet. 
The  latter  gains  reflects  both 
a growth  in  asset  values  and 
a reduction  in  debt  levels. 
Though  the  nominal  gains  in 
net  worth  over  these  recent 
years  have  essentially  just 
kept  pace  with  inflation,  the 
financial  ratios  for  many 
farmers  have  shown  substan- 
tial improvement. 


Net  farm  income  in  1990  is 
estimated  at  $49  billion,  up 
from  record  highs  of  the  pri- 
or 3 years.  Much  of  the  in- 
crease since  1988  was  in  the 
form  of  noncash  accumula- 
tions of  crop  and  livestock 
inventories.  By  managing 
their  inventories,  drawing 
down  and  then  rebuilding 
them,  farmers  have  held 
their  net  cash  farm  income  in 
a relatively  high  and  stable 
range,  $55-58  billion,  over 
the  past  4 years. 

Land  values  last  year  failed 
to  keep  up  with  inflation  in 
most  regions  of  the  country. 
Notable  exceptions  were  in 
the  Lake  and  Mountain 
States  where  dairy  and  beef 
profits  carried  land  values 
up  8 and  7 percent,  respec- 
tively. Nationally,  farmland 
values  rose  only  about  2 per- 
cent; but  declines  of  5,  3,  and 
1 percent  showed  up,  respec- 
tively, in  Appalachia,  the 
Southern  Plains,  and  the 
Northeast. 

The  total  farm  debt  market 
edged  lower  again  in  1990. 
Farm  debt  stood  at  near  $144 
billion  at  yearend  1990, 
down  $2  billion  from  a year 
earlier  and  $62.5  billion  (30.3 
percent)  below  a 1983  peak. 
But  the  most  recent  decline 
was  associated  with  a 22-per- 
cent  drop  ($4.5  billion)  in 
debt  of  the  Farmers  Home 
Administration  (FmHA).  In 
other  words,  the  amount  of 
farm  debt  provided  by  com- 
mercial lenders  increased  in 
1990. 
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Indeed,  Farm  Credit  System 
(FCS)  institutions  registered 
their  first  dollar  and  market 
share  gains  since  1982.  Eight 
years  ago,  FCS  lenders'  out- 
standing loans  to  farmers 
and  ranchers  reached  over 
$69  billion,  or  about  34  per- 
cent of  all  debt  owed  by 
these  producers.  At  yearend 
1990,  FCS  lenders'  outstand- 
ing farm  loans  stood  at  $39.5 
billion.  This  was  27.5  percent 
of  the  farm  debt.  By  way  of 
contrast,  commercial  banks 


over  these  same  8 years  ex- 
perienced a small  initial  dip 
in  volume,  but  a steady  rise 
in  market  share,  from  22  to 
34  percent.  Their  yearend 
1990  outstandings  to  the 
farm  sector  was  $49.5  billion, 
slightly  below  their  prior 
peak  in  1984. 


The  relatively  strong  farm  in- 
come and  stable  real  estate 
market  has  allowed  many 
FCS  institutions  to  continue 
to  reduce  their  ratio  of  non- 
accrual loans  to  gross  loans. 
Still,  the  level  of  nonperform- 
ing loans,  including  high  risk 
and  restructured  loans,  re- 
mains high.  Continued  sta- 
bility in  agriculture  will  be 
necessary  to  allow  further 
progress  in  improving  the 
quality  of  the  farm  loan  port- 
folio of  FCS  institutions. 
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The  Farm  Credit  System 


The  Farm  Credit  System 
(FCS)  is  a network  of  borrow- 
er-owned lending  institu- 
tions and  related  service  or- 
ganizations serving  all  50 
states  and  the  Common- 
wealth of  Puerto  Rico.  These 
institutions  specialize  in  pro- 
viding credit  and  related  ser- 
vices to  farmers,  ranchers, 
and  producers  and  harvest- 
ers of  aquatic  products. 

Loans  may  also  be  made  to 
finance  the  processing  and 
marketing  activities  of  these 
borrowers.  In  addition,  loans 
may  be  made  to  rural  home- 
owners,  selected  farm  related 
businesses,  and  agricultural, 
aquatic,  or  public  utility  co- 
operatives. All  lending  insti- 
tutions of  the  FCS  are  gov- 
erned by  boards  of  directors 
elected  by  and  from  among 
their  borrower-stockholders. 
Their  bylaws  provide,  how- 
ever, for  at  least  one  director 
to  be  elected  from  outside  the 
FCS  by  the  other  directors. 

On  December  31,  1990,  the 
FCS  included  the  following 
lending  related  institutions: 

• Farm  Credit  Banks; 

• Federal  Intermediate  Cred- 
it Bank; 

. Federal  Land  Bank  Associ- 
ations; 

• Production  Credit  Associa- 
tions; 

• Agricultural  Credit  Associ- 
ations; 

• Federal  Land  Credit  Asso- 
ciations; and 

• Banks  for  Cooperatives. 


The  following  related  service 
organizations  and  other  enti- 
ties are  also  chartered  under 
authorities  contained  in  the 
Farm  Credit  Act  of  1971,  as 
amended: 

• Federal  Farm  Credit  Banks 
Funding  Corporation; 

• Farm  Credit  Leasing  Ser- 
vices Corporation; 

• Federal  Agricultural  Mort- 
gage Corporation;  and 

• Farm  Credit  System  Finan- 
cial Assistance  Corporation. 

Farm  Credit  Banks  (FCBs)  in 
11  of  the  12  Farm  Credit  Dis- 
tricts were  created  on  July  6, 
1988,  by  the  merger  of  the 
Federal  Land  Bank  (FLB)  and 
Federal  Intermediate  Credit 
Bank  (FICB)  in  each  of  those 
districts.  The  FLB  and  FICB 
in  the  Jackson  Farm  Credit 
District  did  not  merge  be- 
cause the  FLB  of  Jackson  was 
placed  in  receivership  on 
May  20, 1988. 

The  FCBs  provide  a source  of 
loan  funds  and  support  ser- 
vices to  Production  Credit 
Associations  (PCAs),  Agri- 
cultural Credit  Associations 
(ACAs),  and  Federal  Land 
Credit  Associations  (FLCAs). 
The  FICB  of  Jackson  does  the 
same  for  two  PCAs,  one  of 
which  serves  the  States  of  Al- 
abama, Mississippi,  and 
most  of  Louisiana,  the  other 
of  which  serves  11  parishes 
in  Northwest  Louisiana. 


The  FCBs  make  long-term 
loans  secured  by  first  mort- 
gages on  farm  and  rural  real 
estate  through  the  FLBAs. 
ACAs,  which  were  created 
by  mergers  of  FLBAs  and 
PCAs  serving  substantially 
the  same  territories,  make  di- 
rect long-,  intermediate-,  and 
short-term  loans.  PCAs  make 
short-and  intermediate-term 
loans.  And  the  FLCAs, 
which  were  created  by  the 
granting  of  direct  lending 
authority  to  FLBAs,  make 
long-term  loans.  In  many 
parts  of  the  country,  FLBAs 
or  FLCAs  and  PCAs  serving 
substantially  the  same  terri- 
tories are  under  joint  man- 
agement and  are  called  Farm 
Credit  Services,  as  are  many 
ACAs.  The  number  of  associ- 
ations is  not  indicative  of  ser- 
vice locations  because  most 
associations  have  several 
branch  offices. 

Long-term  loans  must  be  se- 
cured by  first  mortgages  on 
real  estate  or  their  equivalen- 
cy. Such  loans  may  be  made 
for  terms  of  up  to  40  years 
and  for  amounts  of  up  to  85 
percent  of  the  appraised 
market  value  of  the  property 
taken  as  security;  97  percent 
if  the  loan  is  guaranteed  by  a 
State  or  Federal  agency.  Typ- 
ically, long-term  loans  are 
made  for  purchasing  farms, 
farmland,  rural  homes,  ma- 
chinery, equipment,  and 
livestock;  improving  land; 
refinancing  existing  mort- 
gages and  paying  other 
debts;  constructing  or  repair- 
ing buildings;  and  financing 
other  farm,  farm  home,  or 
farm  family  needs. 
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Short-term  loans  are  general- 
ly made  for  production  or 
operating  purposes,  includ- 
ing family  living  expenses, 
and  mature  within  a year. 
Examples  of  such  loans  in- 
clude the  purchase  of  seed, 
feed,  and  fertilizer.  Interme- 
diate-term loans  are  usually 
made  to  purchase  produc- 
tion assets  having  a useful 
life  of  more  than  a year,  such 
as  farm  equipment,  machin- 
ery, and  livestock.  Such 
loans  generally  do  not  ex- 
ceed 7 years,  but  may  be 
made  for  terms  of  up  to  10 
years.  Loans  to  commercial 
fishermen  may  be  extended 
with  terms  of  up  to  15  years 
for  major  capital  expendi- 
tures, including  but  not  lim- 
ited to  the  purchase  of  ves- 
sels, construction  or  pur- 
chase of  shore  facilities,  and 
similar  purchases  directly  re- 
lated to  the  production  or 
harvesting  operation. 

Effective  January,  1, 1989, 10 
of  the  12  district  Banks  for 
Cooperatives  and  the  Central 
Bank  for  Cooperatives 
merged  to  form  the  National 
Bank  for  Cooperatives, 
which  does  business  as 
CoBank.  The  Springfield 
Bank  for  Cooperatives  and 
the  St.  Paul  Bank  for  Cooper- 
atives chose  not  to  partici- 
pate in  the  merger.  All  three 
banks  are  authorized  to 
make  loans  nationwide. 


To  be  eligible  to  borrow  from 
a Bank  for  Cooperatives,  80 
percent  of  the  voting  control 
of  the  cooperative  must  be  in 
the  hands  of  farmers,  ranch- 
ers, or  commercial  fisher- 
men. Federations  of  coopera- 
tives where  the  control  is  so 
held  are  also  eligible.  The 
voting  control  requirement  is 
reduced  to  60  percent  for  cer- 
tain rural  utilities  and  farm 
supply  cooperatives.  Entities 
that  are  eligible  to  borrow 
from  the  Rural  Electrification 
Administration  or  the  Rural 
Telephone  Bank  are  also  eli- 
gible. In  addition,  a legal  en- 
tity with  more  than  50  per- 
cent of  its  voting  control  held 
by  eligible  borrowers  of  a 
Bank  for  Cooperatives  may 
also  borrow  from  the  banks. 
To  be  eligible,  a cooperative 
must  also  do  50  percent  of  its 
business  with  its  members. 
However,  business  done 
with  the  U.S.  Government  or 
services  and  supplies  fur- 
nished by  the  cooperative  as 
a public  utility  are  excluded 
in  determining  compliance 
with  this  requirement. 

The  Federal  Farm  Credit 
Banks  Funding  Corporation, 
located  in  Jersey  City,  N.J., 
issues  the  securities  that  are 
sold  to  raise  loan  funds  for 
FCS  institutions.  It  works 
with  a selling  group  of  ap- 
proximately 110  securities 
dealers  and  dealer  banks  that 
offer  the  securities.  The  sell- 
ing group  distributes  the  se- 
curities worldwide  to  all 
types  of  investors,  including 
commercial  banks,  money 
market  funds,  thrift  institu- 
tions, pension  funds,  state 
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and  local  governments,  in- 
surance companies,  foreign 
banks  and  governments,  and 
individuals. 

The  Farm  Credit  Leasing  Ser- 
vices Corporation  has  its 
headquarters  in  Minneapo- 
lis, Minn.,  and  has  12  sales 
offices  throughout  the  Unit- 
ed States.  It  provides  leasing 
and  related  services  to  FCS 
borrowers,  including  agricul- 
tural producers,  coopera- 
tives, and  rural  utilities. 

A secondary  market  for  agri- 
cultural mortgage  loans  is 
provided  by  the  Federal 
Agricultural  Mortgage  Cor- 
poration (Farmer  Mac). 
Qualified  agricultural  real 
estate  mortgage  loans  are 
sold  on  a non-recourse  basis 
by  loan  originators  to  certi- 
fied agricultural  marketing 
facilities  known  as  poolers. 
The  poolers  package  the 
loans,  in  accordance  with 
statutory  requirements  and 
standards  established  by 
Farmer  Mac,  into  pools  that 
serve  as  collateral  for  securi- 
ties sold  to  the  investing 
public.  Farmer  Mac  guaran- 
tees the  securities  as  to  time- 
ly payment  of  principal  and 
interest. 

The  1987  Act  also  established 
the  Farm  Credit  System  As- 
sistance Board  and  the  Farm 
Credit  System  Insurance 
Corporation. 
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The  Farm  Credit  System  As- 
sistance Board  certifies  finan- 
cially distressed  FCS  institu- 
tions to  receive  financial  as- 
sistance and  administers  as- 
sistance granted.  FCS  institu- 
tions may  apply  for  assis- 
tance when  the  value  of  their 
capital  stock  falls  below  par, 
but  must  apply  when  it  falls 
below  75  percent  of  par.  The 
assistance  board  determines 
whether  an  institution 
should  receive  assistance 
and  can  impose  conditions 
on  institutions  as  a prerequi- 
site to  its  receipt.  As  an  alter- 
native to  granting  financial 
assistance,  the  assistance 
board  may  request  the  Farm 
Credit  Administration  to  re- 
quire the  troubled  institution 
to  merge  with  another  FCS 
institution  or  place  it  in 
receivership. 

Funds  to  provide  financial 
assistance  to  troubled  FCS 
institutions  are  obtained 
through  the  sale  of  up  to  $4.0 
billion  in  15-year  Govern- 
ment-guaranteed bonds  is- 
sued by  the  Farm  Credit  Sys- 
tem Financial  Assistance 
Corporation.  The  interest  on 
these  bonds  is  paid  entirely 
by  the  U.S.  Treasury  for  the 
first  5 years,  half  by  the  Trea- 
sury and  half  by  the  FCS  for 
the  second  5 years,  and  en- 
tirely by  the  FCS  for  the  last 
5 years.  At  the  end  of  15 
years,  the  FCA  in  consulta- 
tion with  the  Treasury  will 
determine  a schedule  under 
which  the  FCS  will  repay  all 
interest  previously  paid  by 
the  Treasury.  FCS  institu- 
tions are  ultimately  responsi- 
ble for  the  repayment  of  all 


principal  and  interest  on  the 
bonds.  To  date,  $1,261  billion 
in  15-year  bonds  have  been 
issued. 

The  Farm  Credit  System  In- 
surance Corporation  (FCSIC) 
insures  the  timely  payment 
of  interest  and  principal  on 
bonds,  notes,  and  other  obli- 
gations of  FCS  banks.  The 
FCSIC  is  also  required  to  sat- 
isfy the  default  by  FCS  insti- 
tutions on  certain  bonds  is- 
sued by  the  Farm  Credit  Sys- 
tem Financial  Assistance 
Corporation  and  ensure  the 
retirement  of  each  FCS  insti- 
tution's protected  capital 
stock.  In  addition,  the  FCSIC 
is  authorized  to  provide  fi- 
nancial assistance  to  trou- 
bled FCS  institutions,  and  to 
provide  assistance  to  facili- 
tate the  merger  of  institu- 
tions. The  FCSIC  will  also  act 
as  conservator  or  receiver  for 
FCS  institutions.  With  the  ex- 
ception of  acting  as  conser- 
vator or  receiver,  the  other 
authorities  of  the  FCSIC  do 
not  become  effective  until 
January  1, 1993. 


Financial  Condition 
and  Performance 
of  Farm  Credit  System 
Institutions 

Farm  Credit  System  institu- 
tions are  required  by  FCA 
regulations  to  make  disclo- 
sures to  their  stockholders. 
Disclosure  to  investors  of  the 
combined  financial  condition 
and  performance  of  all  FCS 
institutions  is  made  by  the 
Federal  Farm  Credit  Banks 
Funding  Corporation 
through  quarterly  and  annu- 
al Information  Statements  to 
investors  and  bondholders. 
The  funding  corporation  also 
produces  a quarterly  Sum- 
mary Report  of  Condition 
and  Performance  of  the  Farm 
Credit  System,  which  pro- 
vides a detailed  discussion  of 
the  financial  results  and  ad- 
ditional data  for  individual 
banks. 

Farm  Credit  Banks 

The  year  1990  marked  the 
second  full  year  of  operation 
of  the  Farm  Credit  Banks. 
However,  loan  assets  from 
some  banks  have  been  trans- 
ferred to  direct  lending  Agri- 
cultural Credit  Associations 
and  Federal  Land  Credit  As- 
sociations, both  of  which 
have  increased  in  number 
during  the  year.  While  most 
of  the  banks  continue  to 
make  long-term  real  estate 
loans  through  Federal  Land 
Bank  Associations,  an  in- 
creasing amount  of  the  FCBs' 
loan  volume  represents 
wholesale  loans  to  direct 
lending  associations.  Al- 
though the  banks  transferred 
some  of  their  loans  to  direct 
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lending  associations,  much 
of  the  transferred  loan  vol- 
ume was  replaced  by  whole- 
sale loans  to  the  same  direct 
lending  associations.  The 
banks  provide  the  direct 
lending  associations  with 
debt  financing,  the  same 
type  of  relationship  which 
has  existed  for  years  between 
the  banks  and  the  Produc- 
tion Credit  Associations. 

This  trend  is  expected  to  con- 
tinue, as  11  additional  FLBAs 
will  become  FLCAs  by  early 
January  of  1991. 

Total  assets  of  the  Farm 
Credit  Banks  of  $47.2  billion 
have  declined  from  1989  by 
$1.3  billion,  or  2.7  percent, 
with  gross  loan  volume 
falling  by  $642.1  million,  or 
1.6  percent.  Marketable  in- 
vestments also  declined  by 
9.0  percent,  falling  from  $7.8 
to  $7.1  billion. 

Overall,  earning  assets  as  a 
percentage  of  total  assets  in- 
creased from  92.4  to  92.6  per- 
cent. Some  deterioration  oc- 
curred in  other  high  risk 
loans,  which  rose  from  $3.5 
to  $4.1  billion  in  1990,  an  in- 
crease from  8.6  percent  of  the 
loan  portfolio  to  10.2  percent. 
Nonaccrual  loans  dropped 
for  the  fourth  straight  year  to 
$2.0  billion,  or  5 percent  of 
gross  loan  volume,  from  $2.2 
billion,  or  5.3  percent  of  gross 
loan  volume.  Restructured 


loans  also  dropped  $386.6 
million  to  4.4  percent  of  the 
loan  portfolio  from  5.3  per- 
cent. Acquired  property  fell 
to  $281.4  million,  from  .8  per- 
cent of  assets  in  1989  to  .6 
percent  of  assets. 

The  combined  net  income  of 
the  banks  decreased  from 
$516.1  million  in  1989  to 
$259.6  million  in  1990,  de- 
spite a 1990  net  interest  in- 
come gain  of  20.3  percent 
and  an  operating  expense 
decline  of  4.5  percent.  This 
decrease  for  1990  compared 
with  1989  was  due  primarily 
to  large  extraordinary  and 
other  net  gains  in  1989,  a 
large  other  net  loss  in  1990  of 
$58.0  million  related  to  a 
debt  buydown,  and  negative 
provisions  for  loan  losses  for 
1989  exceeding  those  of  1990 
by  $82.8  million.  The  other 
net  gains  for  1989,  which 
amounted  to  $72.6  million, 
were  primarily  gains  on  the 
sale  of  acquired  property.  An 
extraordinary  gain  of  $30.8 
million  was  related  to  the 
sale  of  loans.  Also  for  1989, 
the  Federal  Land  Bank  of 
Jackson  in  Receivership  had 
$142.5  million  in  extraordi- 
nary gains  in  its  continuing 
liquidation  efforts. 

Net  interest  income  as  a per- 
centage of  average  total  as- 
sets increased  from  1.3  to  1.5 
percent.  Net  interest  income 
also  increased  relative  to  av- 
erage earning  assets,  from 
1.4  percent  in  1989  to  1.6  per- 
cent in  1990.  In  addition,  op- 
erating expenses  were  re- 
duced from  1.15  percent  of 
gross  loan  volume  to  1.12 
percent. 


As  of  December  31, 1990,  the 
total  net  worth  of  the  1 1 
Farm  Credit  Banks,  the  Fed- 
eral Intermediate  Credit 
Bank  of  Jackson,  and  the 
Federal  Land  Bank  of  Jack- 
son  in  Receivership  was  $4.2 
billion,  which  was  8.9  per- 
cent of  total  assets.  This  was 
an  increase  from  1989  when 
total  net  worth  was  $3.7  bil- 
lion, 7.6  percent  of  assets. 
Much  of  this  increase  was  at- 
tributable to  the  $436.8  mil- 
lion in  financial  assistance 
provided  by  the  FAC.  The 
assistance  was  provided  to 
the  Farm  Credit  Bank  of 
Spokane,  which  received 
$88.6  million,  and  the  Feder- 
al Land  Bank  of  Jackson  in 
Receivership,  which  received 
$348.2  million.  The  FCB  of 
Spokane  and  FLB  of  Jackson 
in  Receivership  continue  to 
have  preferred  stock  impair- 
ments of  $64.3  million  and 
$388.2  million,  respectively. 

In  addition  to  the  increased 
dollar  level,  net  worth  quali- 
ty has  improved  as  well.  Pro- 
tected capital  stock,  at  $22.9 
million  in  1988,  has  dropped 
to  $5.6  million  in  1990,  as  its 
replacement  by  at-risk  stock 
continues.  Also,  earned  net 
worth  or  surplus  has  risen 
since  the  end  of  1988.  At  $1.0 
billion,  earned  net  worth  has 
risen  to  nearly  25  percent  of 
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total  net  worth,  from  14  per- 
cent in  1988  and  21  percent 
in  1989.  It  is  now  2.2  percent 
of  total  assets,  up  from  1 .6 
percent  in  1989.  Finally,  per- 
manent capital  ratios  for 
banks  have  improved.  In 
1989,  six  banks  had  ratios 
under  7 percent.  In  1990,  on- 
ly four  banks  had  (excluding 
the  FLB  of  Jackson  in  Re- 
ceivership) ratios  under  7 
percent. 

Associations  With 
Direct  Lending 
Authority 

On  December  31,  1990,  there 
were  149  Farm  Credit  Sys- 
tem associations  with  direct 
lending  authority.  One  hun- 
dred two  were  Production 
Credit  Associations,  40  were 
Agricultural  Credit  Associa- 
tions, and  seven  were  Feder- 
al Land  Credit  Associations. 
In  1990,  one  AC  A and  five 
FLCAs  were  added.  PCAs 
increased  by  17.  One  PC  A 
was  broken  into  20,  one  was 
merged  into  an  ACA,  and 
one  was  liquidated.  This  in- 
crease in  direct  lender  associ- 
ations will  continue  to  be  a 
factor  in  the  future.  Since 
ACAs  and  FLCAs  were  first 
established  in  1989,  financial 
results  for  years  prior  to  1989 
do  not  exist. 

Combined  assets  of  direct 
lending  associations  in- 
creased by  $2.2  billion  for 
1990  to  $19.3  billion,  due  to 
an  increase  in  gross  loan  vol- 
ume of  the  same  amount. 
Gross  loan  volume  for  ACAs 
and  FLCAs,  which  rose  $883 
and  $936  million,  respective- 
ly, increased  the  most  due  to 


the  added  number  of  associ- 
ations. PCAs  increased  gross 
loans  by  $399  million. 

Net  interest  income  was 
$426.8  million,  a growth  of 
30.3  percent  from  $327.6  mil- 
lion for  the  1989  period.  This 
was  also  an  increase  as  a per- 
centage of  total  assets,  2.2 
percent  for  1990  compared 
with  1.9  percent  for  1989, 
showing  improved  quality  of 
income.  Although  operating 
expenses  rose  7.7  percent  for 
the  year  to  $323.1  million, 
they  remained  stable  as  a 
percentage  of  total  assets  at 
1.7  percent.  Net  interest  in- 
come to  average  total  assets 
increased  for  PCAs  and 
ACAs  as  well,  to  2.6  and  2.2 
percent,  respectively.  FLCAs 
remained  stable  at  2 percent. 
The  combined  1989  loss  pro- 
vision was  a negative  $64.8 
million,  but  the  1990  provi- 
sion was  a positive  $10.7 
million. 

Net  income  reached  $126.8 
million  in  1990,  an  improve- 
ment from  $124.0  million  in 
1989.  PCA  net  income 
dipped  $19.6  million  for  the 
year,  primarily  because  in 
1989  a large  negative  provi- 
sion for  loan  losses  of  $54.7 
million  inflated  1989  income. 
FLCA  net  income  declined 
only  $1  million  in  1990,  even 


considering  a 1989  other  net 
gain  of  $12.2  million.  ACA 
net  income  for  1990  im- 
proved $23.4  million  over 
1989,  even  though  there  was 
a $13.1  million  negative  pro- 
vision for  loan  losses  in  1989. 

Nonaccrual  loans  rose  in 
1990  for  direct  lending  asso- 
ciations, but  they  fell  from 
3.3  percent  to  3.2  percent  as  a 
percentage  of  gross  loan  vol- 
ume. Restructured  and  other 
high  risk  loans  rose  as  per- 
centage of  gross  loan  volume 
from  6.5  to  6.7  percent. 
Nonaccrual  loans  increased 
as  a percentage  of  gross  loan 
volume  for  PCAs  and 
FLCAs,  while  declining  for 
ACAs.  The  restructured  and 
other  high  risk  loans  of 
ACAs  increased  as  a percent- 
age of  gross  loan  items, 
while  they  declined  for  PCAs 
and  FLCAs.  For  combined 
direct  lenders,  the  ratio  of  in- 
terest-earning assets  to  total 
assets  improved  to  86.4  per- 
cent at  December  31,  1990, 
from  84.8  percent  for  the  pri- 
or year.  The  ratio  for  PCAs 
rose  to  81.4  percent,  and  the 
ACA  and  FLCA  ratios  rose 
to  90  percent. 

Combined  total  net  worth  for 
direct  lending  associations 
climbed  during  1990  by  7.6 
percent,  reaching  $2.8  billion 
due  primarily  to  the  increase 
in  the  number  of  associa- 
tions. Flowever,  the  net 
worth-to-total  assets  ratio 
declined  from  15.4  to  14.7 
percent,  since  the  new  asso- 
ciations are  more  thinly  capi- 
talized. The  ratio  for  PCAs 
was  18.8  percent,  12  percent 
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for  ACAs,  and  9.5  percent  for 
FLCAs.  ACAs  and  FLCAs, 
which  were  formed  within 
the  last  2 years,  are  in  the 
process  of  building  their  cap- 
ital levels. 

Earned  net  worth  or  surplus 
for  combined  direct  lenders 
rose  $125  million  or  7.3  per- 
cent in  1990  to  $1.8  billion, 
although  as  a percent  of  total 
net  worth  it  has  remained 
relatively  stable  at  65  per- 
cent. For  FLCAs,  earned  net 
worth  was  22.3  percent  of  to- 
tal net  worth,  a large  increase 
over  12.4  percent  in  1989.  For 
PCAs  and  ACAs,  the  ratios 
at  December  31,  1990,  were 
67  and  65.2  percent,  up  1 
percent  and  2 percent, 
respectively. 

Capital  stock  increased  $76.5 
million  during  the  year  to  $1 
billion.  Protected  capital 
stock  declined  by  $40.2  mil- 
lion to  $132.8  million,  while 
at-risk  stock,  increased 
$114.8  million  to  $753.9  mil- 
lion. Protected  stock,  which 
is  being  replaced  by  at-risk 
stock,  now  makes  up  only 
13.2  percent  of  capital  stock. 
Finally,  the  permanent  capi- 
tal ratios  for  direct  lending 
associations  remained  rela- 
tively stable,  even  with  the 
increase  in  new  associations. 
From  1989  to  1990,  the  num- 
ber of  institutions  with  ratios 
under  7 percent  remained 
relatively  stable  at  4 and  5, 
respectively.  The  number  of 
institutions  with  ratios  be- 
tween 7 and  15  percent  in- 
creased from  48  to  49.  The 
number  of  institutions  with 
ratios  between  15  and  25  per- 


cent increased  from  50  to  63. 
Associations  with  ratios  be- 
tween 25  and  50  percent  in- 
creased from  23  to  31,  and 
those  associations  with  ratios 
of  over  50  percent  remained 
stable  at  1.  Thus,  even 
though  the  new  associations 
are  more  thinly  capitalized, 
the  capital  is  of  higher  quali- 
ty allowing  permanent  capi- 
tal ratios  to  remain  stable. 
One  reason  for  this  is  that 
there  is  relatively  little  pro- 
tected capital. 

Federal  Land  Bank 
Associations 

The  financial  performance  of 
the  Federal  Land  Bank  Asso- 
ciations must  be  interpreted 
very  carefully  because  they 
serve  as  lending  agents  for 
the  Farm  Credit  Banks.  Most 
of  their  revenue  is  servicing 
fees  from  the  banks.  Some 
share  in  losses;  others  do  not. 

On  December  31,  1990,  there 
were  140  active  FLBAs  com- 
pared with  146  a year  earlier. 
During  the  year,  6 FLBAs  be- 
came FLCAs,  receiving  a 
transfer  of  direct  lending  au- 
thority from  their  district 
banks. 

Combined  net  income  for 
1989  of  $100.9  million  was 
inflated  due  to  other  net 
gains  of  $83.2  million  related 
to  the  FLBA  of  Jackson's  liq- 
uidation and  to  receipt  of 
assistance  from  the  Federal 


Land  Bank  of  Jackson  in  Re- 
ceivership provided  for  by 
the  Farm  Credit  System  Fi- 
nancial Assistance  Corpora- 
tion. This  1989  assistance, 
needed  for  redemption  of 
borrowers'  protected  stock, 
was  provided  according  to 
requirements  of  the  Agricul- 
tural Credit  Act  of  1987.  It 
pushed  the  FLBA  of  Jackson 
in  Receivership's  income  for 

1989  to  $62.2  million  com- 
pared with  $0  for  1990.  The 
combined  FLBAs  had  $55 
million  in  net  earnings  in 

1990  compared  with  $100.9 
million  in  1989,  or  $38.7  mil- 
lion if  the  FLBA  of  Jackson  in 
Receivership's  income  is  re- 
moved. 

Significant  changes  in  in- 
come from  1989  to  1990  also 
occurred  in  the  Spokane,  St. 
Louis,  and  Western  districts. 
The  FLBAs  in  the  Spokane 
and  St.  Louis  districts  had  in- 
creases of  $22.9  million  and 
$12.7  million,  respectively. 
The  FLBA  in  Spokane  was 
provided  assistance  of  $18.8 
million  by  the  bank  as  pro- 
vided for  in  the  assistance 
agreement  with  the  Farm 
Credit  System  Financial  As- 
sistance Corporation  to  cure 
impairment  of  its  members' 
stock  and  to  restore  compli- 
ance with  permanent  capital 
standards.  The  income  of  the 
FLBAs  in  the  St.  Louis  dis- 
trict, which  rose  from  $0  in 
1989  to  $12.7  million  in  1990, 
reflected  a changed  method 
of  compensation.  Prior  to 
1990,  district  FLBAs  were 
compensated  on  a break- 
even basis,  with  payment  be- 
ing equal  to  expenses.  In 
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1990,  St.  Louis  district  FLBAs 
received  increased  compen- 
sation both  to  provide  more 
incentive  to  manage  loans 
and  to  allow  capital  accre- 
tion. This  changed  compen- 
sation system  served  as 
preparation  for  January  1, 

1991,  when  all  St.  Louis  dis- 
trict FLBAs  will  be  converted 
to  FLCAs,  direct  lenders. 
Lastly,  income  in  the  West- 
ern district  FLBAs  declined 
by  $21.8  million  primarily 
due  to  the  high  level  of 
nonaccruals  at  the  Western 
Farm  Credit  Bank. 

Total  net  worth  of  the  FLBAs 
was  $1.5  billion  as  of  Decem- 
ber 31, 1990,  or  93.4  percent 
of  total  assets.  This  ratio, 
which  indicates  sharehold- 
ers' ownership  in  the  associ- 
ations, decreased  slightlv 
from  1989  levels  when  total 
net  worth  was  94.2  percent 
of  total  assets.  However, 
quality  of  net  worth  has  im- 
proved. The  FLBAs  have 
been  steadily  replacing  pro- 
tected capital  stock  with  at- 
risk  stock,  which  qualifies  as 
permanent  capital.  Protected 
capital  stock  declined  by 
$246  million  in  1990  to  $712.7 
million,  while  at-risk  capital 
stock  increased  by  $89.1  mil- 
lion to  $304.9  million;  this 
caused  total  capital  stock  to 
decline  by  $123.4  million  to 
$1  billion.  The  ratio  of  pro- 
tected to  total  capital  stock  is 
now  70  percent,  down  from 
84  percent  in  1989.  Earned 
net  worth  was  $460.4  million 
or  31.2  percent  of  total  net 
worth,  up  from  27.8  percent 
in  1989. 


Banks  for  Cooperatives 

There  are  three  Banks  for  Co- 
operatives (BCs);  however, 
the  performance  of  the 
National  Bank  for  Coopera- 
tives (NBC)  dominates  the 
BC  financial  results  because 
its  assets  are  approximately 
90  percent  of  the  combined 
assets. 

Total  combined  assets  of  the 
BCs  were  $14.5  billion  at 
December  31, 1990,  an  in- 
crease of  $518  million,  or  3.7 
percent. 

While  marketable  invest- 
ments declined  from  $3.2  to 
$3.1  billion  or  2.5  percent, 
gross  loans  increased  by 
$629.5  million,  rising  to 
$11.3  billion.  The  annual  in- 
crease in  loans  affected  all 
BCs,  although  the  gross 
loans  of  the  NBC  and  St. 

Paul  BC  grew  the  most.  The 
NBC  expanded  mostly  do- 
mestic loan  portfolios.  The 
St.  Paul  BC  increased  loans 
to  cooperatives  in  the  dairy, 
sugar,  and  farm  supply  seg- 
ments of  the  economy. 

There  has  been  a deteriora- 
tion of  the  banks'  loan  quali- 
ty. Nonaccrual  loans  have  in- 
creased for  the  year  from 
$12.5  million  as  of  December 
31,  1989,  to  $100.5  million  as 
of  December  31,  1990,  and 


from  .1  percent  of  gross  loan 
items  to  .9  percent.  Over  99 
percent  of  the  nonaccruals 
are  associated  with  the  NBC. 
Roughly  half  of  the  nonac- 
cruals ($42.4  million)  repre- 
sent international  loans  to  a 
Bulgarian  bank  to  finance  ex- 
ports by  cooperatives  for 
which  there  are  no  U.S. 
Government  guarantees.  The 
remainder  of  the  nonaccrual 
loans  represent  large  domes- 
tic loans  to  cooperatives  in 
the  citrus  and  rice  industries. 
The  combined  BCs  also  had 
an  increase  in  restructured 
and  other  high  risk  loans, 
which  rose  to  $355.2  million, 
from  2.4  percent  of  the  total 
loan  portfolio  to  3.1  percent. 
In  addition,  acquired 
property  rose  from  $1.5  to 
$1.6  million. 

Net  income,  which  had  been 
rising  since  1986,  fell  by 
$34.5  million  or  32  percent  to 
$71.8  million  resulting  in  a 
decrease  in  the  return  on  av- 
erage assets  from  .80  percent 
to  .51  percent.  The  major  rea- 
sons for  the  fall  in  income 
were  an  increase  in  the  pro- 
vision for  loan  losses,  which 
expanded  due  to  the  increase 
in  nonaccruals,  and  an  in- 
crease in  operating  expenses. 
Although  net  income  de- 
clined, net  interest  income 
increased,  as  it  has  since 
1987,  despite  the  increase  in 
nonaccrual  loans.  Net  inter- 
est income  also  rose  as  a per- 
centage of  average  assets 
from  1.32  to  1.37  percent. 

Total  net  worth  of  the  BCs 
fell  1.4  percent  for  the  year  to 
$933.3  million  from  $946.1 
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Permanent  Capital  Ratios 

As  of  December  31 


< 7% 

7- 

-15% 

15- 

-25% 

25- 

-50% 

> 50% 

System 

1989 

1990 

1989 

1990 

1989 

1990 

1989 

1990 

1989 

1990 

Banks** 

6 

4 

5 

7 

1 

1 

BCs 

1 

1 

2 

2 

PCAs* 

1 

23 

18 

37 

55 

23 

28 

1 

1 

ACAs 

2 

1 

24 

29 

13 

8 

2 

FLBAs* 

15 

1 

43 

25 

16 

22 

8 

5 

64 

87 

FLCAs 

1 

4 

1 

2 

1 

Totals 

26 

11 

98 

83 

67 

86 

31 

36 

65 

88 

*Excludes  institutions  in  receivership. 

**Includes  Farm  Credit  Banks  and  the  Federal  Intermediate  Land  Bank  of  Jackson 


million,  with  the  net  worth- 
to-assets  ratio  dipping  to  6.5 
from  6.8  percent.  Although 
capital  levels  have  fallen, 
permanent  capital  ratios  con- 
tinue to  improve  with  the 
shift  from  protected  to  at- 
risk  stock.  Permanent  capital 
ratios  for  the  three  BCs  have 
risen  to  10  percent  for  the 
Springfield  Bank  for  Cooper- 
atives, 10.4  percent  for  the  St. 
Paul  Bank  for  Cooperatives, 
and  5.9  percent  for  the  NBC. 
Protected  stock  dropped 
$133  million  in  1990  to  $404.2 
million,  while  at-risk  stock 
grew  $103.4  million  to  $348 
million. 

Combined  earned  net  worth 
or  surplus  increased  10.2 
percent  to  $181.1  million.  It 
has  also  increased  to  19.4 
percent  of  total  net  worth 
and  to  1.3  percent  of  total  as- 
sets, from  17.4  percent  and 
1.2  percent,  respectively,  in 
1989. 


Funding  the  Farm 
Credit  System 

The  Farm  Credit  Banks  and 
the  Banks  for  Cooperatives 
obtain  the  majority  of  their 
loan  funds  from  the  sale  of 
Federal  Farm  Credit  Banks 
Consolidated  Systemwide 
Bonds  and  Discount  Notes 
through  the  Federal  Farm 
Credit  Banks  Funding  Cor- 
poration. In  recent  years, 
they  have  also  expanded 
their  use  of  specialized  fund- 
ing activities,  including  a 
medium-term  note  program 
as  well  as  hedging,  swaps, 
and  other  financing  mecha- 
nisms. The  majority  of  the 
proceeds  from  sales  of  sys- 
temwide debt  securities  in 
1990  were  used  to  fund  ma- 
turing obligations  and  to  re- 
structure the  debt  portfolios 
of  FCS  institutions  through 
internal  transfers  of  existing 
debt.  Because  of  the  contin- 
ued lending  volume  decline, 
the  FCS  paid  down  nearly  $1 
billion  in  1990. 


The  Federal  Farm  Credit 
Banks  Funding  Corporation 
issued  a total  of  $137.1  bil- 
lion of  bonds  and  discount 
notes  in  1990.  Of  this  total, 
new  3-month  bond  sale  par- 
ticipations were  $14.6  billion, 
6-month  bond  participations 
reached  $13.3  billion,  and 
term  bond  participations 
amounted  to  $8.3  billion. 
Discount  note  activity  to- 
taled $93.7  billion  and  repre- 
sented 68.3  percent  of  the  to- 
tal debt  issued. 

Specialized  funding  activi- 
ties, which  reached  $5  bil- 
lion, were  priced  through 
underwritten  transactions  in- 
cluding $3.55  billion  in  fixed 
debt  and  $1.45  billion  in 
floating  debt  transactions. 
The  narrow  yield  spreads 
over  U.S.  Treasury  securities 
and  on  callable  agency  debt 
made  the  issuance  of  callable 
debt  very  favorable.  Callable 
debt  offerings  totaled  $3.55 
billion  in  1990  compared 
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Farm  Credit  System:  Debt  Outstanding  and  Average  Cost 

(Dollar  Amounts  In  Millions) 


FCB’ 

BC 

Total 

J 

As  of  December  31, 

1990 

1989 

1990 

1989 

1990 

1989 

Bonds2 

$32,827.2 

$35,021.0 

$ 6,413.4 

$ 4,564.0 

$39,232.4 

$39,585.0 

Discount  Notes 

8,679.2 

8,135.3 

6,903.7 

8,175.2 

15,582.9 

16,310.5 

Total  Debt 

$41,506.4 

$43,156.3 

$13,317.1 

$12,739.2 

$54,815.3 

$55,895.5 

Average  Bond  Cost 

8.68% 

9.35% 

8.69% 

9.49% 

8.68% 

9.37% 

Average  Discount 
Note  Cost 

7.55 

8.47 

7.58 

8.51 

7.56 

8.49 

Average  Debt  Cost 

8.44 

9.19 

8.10 

8.85 

8.36 

9.15 

'FCB  includes  the  FICB  of  Jackson 
■’Bonds  include  medium-term  notes. 

Total  accounts  for  paydown  of  $1,074  million  in  discount  notes  of  the  System  Funding  Reserve  in  1989. 
Source:  Federal  Farm  Credit  Banks  Funding  Corporation  Annual  Information  Statement — 1990. 


with  $450  million  in  1989. 

The  funding  corporation 
raised  $275  million  of  the  to- 
tal through  the  reopening  of 
seven  outstanding  term  bond 
issues  during  1990.  Other 
specialized  funding  activities 
included  the  placement  of 
$158.7  million  directly  with 
investors,  the  repurchase  of 
$550.2  million  of  outstanding 
debt,  and  the  transfer  of 
$323.6  million  of  term  debt 
between  FCS  banks.  The 
medium  term  note  program 
was  also  continued,  with  is- 
sues totaling  $2.3  billion  in 
1990. 

Lower  market  interest  rates 
in  1990  and  significantly 
lower  spreads  of  FCS  debt 
over  U.S.  Treasury  securities 
reduced  the  average  coupon 
rate  and  the  average  cost  of 
debt  outstanding  in  1990. 


The  average  coupon  rates  in 
1990  for  3-month  bonds,  6- 
month  bonds,  and  term  debt 
were  8,  8.08,  and  8.14  per- 
cent, respectively.  The  aver- 
age interest  rate  on  discount 
notes  in  1990  was  7.92  per- 
cent which,  together  with  the 
use  of  specialized  funding, 
reduced  the  average  interest 
rate  to  7.99  percent  for  all 
new  debt  issued  in  1990  from 
an  average  rate  of  8.93  per- 
cent in  1989. 

Improved  perceptions  about 
the  recovery  in  the  farm 
economy  and  investors'  pref- 
erence for  high  quality  debt 
in  the  financial  markets  also 
favored  the  funding  activi- 
ties of  the  FCS  in  1990.  A 
paydown  in  total  agency 
debt,  as  well  as  the  flight  of 


investors  to  high  quality  se- 
curities, has  meant  a pro- 
gressive reduction  in  yield 
spreads  between  FCS  issues 
and  comparable  U.S.  Trea- 
sury securities. 

The  average  spread  over  U.S. 
Treasury  securities  for  3- 
month  bonds  dropped  28  ba- 
sis points,  declining  from  48 
basis  points  in  1989  to  20  ba- 
sis points  in  1990.  The  spread 
for  the  6-month  bonds  nar- 
rowed from  48  to  14  basis 
points.  The  average  spread 
over  Treasury  securities  for 
term  bonds  shrank  from  15 
basis  points  in  1989  to  6 basis 
points  in  1990. 

The  FCS  raised  $600  million 
of  new  money  in  3-and  6- 
month  securities,  $900  mil- 
lion in  medium  term  notes, 
and  $3.3  billion  in  special- 
ized funding,  and  paid  down 
$700  million  in  discount 
notes  and  $5.1  billion  in  term 
debt. 
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Average  debt  cost  of  the 
FCBs  fell  from  9.19  percent  at 
the  end  of  1989  to  8.44  per- 
cent the  end  of  1990.  The  av- 
erage debt  cost  of  the  BCs 
fell  from  8.86  to  8.10  percent 
in  1990.  The  combined  aver- 
age debt  cost  for  the  FCBs 
and  the  BCs  dropped  from 
9.15  percent  in  1989  to  8.36 
percent  in  1990. 

Financial  Assistance 

As  of  December  31, 1990,  a 
total  of  $1,261  billion  of  the 
$4  billion  originally  autho- 
rized by  Congress  to  provide 
financial  assistance  to  dis- 
tressed FCS  institutions  has 
been  used.  Four  Farm  Credit 
Banks,  those  in  Louisville, 
Omaha,  St.  Paul,  and 
Spokane  have  received  a to- 
tal of  $419  million.  The  Fed- 
eral Land  Bank  of  Jackson 
and  the  Federal  Land  Bank 
of  Jackson  in  Receivership 
received  $388  million.  An- 
other $417  million  was  used 
to  fund  FCS  capital  preserva- 
tion agreements,  and  $16 
million  was  used  to  redeem 
eligible  borrower-owned 
stock  in  liquidating  institu- 
tions. The  remaining  $21  mil- 
lion has  gone  to  various  ex- 
penses related  to  financial 
assistance  or  remains  in  the 
Farm  Credit  Assistance  Fund 
under  the  control  of  the 
Farm  Credit  System  Finan- 
cial Assistance  Corporation. 

Young,  Beginning,  and 
Small  Farmers 

Each  Federal  Land  Bank  As- 
sociation, Production  Credit 
Association,  Federal  Land 
Credit  Association,  and 
Agricultural  Credit  Associa- 


tion is  required  by  law,  un- 
der policies  established  by 
each  Farm  Credit  District 
Board,  to  prepare  a program 
for  furnishing  sound  and 
constructive  credit  and  relat- 
ed services  to  young,  begin- 
ning, and  small  farmer  target 
groups. 

Programs  for  these  farmers 
generally  consist  of  public  re- 
lations efforts  aimed  at  young 
farmers,  support  for  the  4-H 
and  Future  Farmers  of  Amer- 
ica, educational  projects,  and 
assistance  in  making  use  of 
existing  credit  programs. 
Some  districts  also  offer  in- 
surance programs  tailored  to 
the  needs  of  young,  begin- 
ning, and  small  farmers. 

Educational  programs  tend 
to  focus  on  the  need  for  and 
use  of  good  farm  records  and 
sound  management  prac- 
tices. These  programs  consist 
of  seminars,  counseling  ses- 
sions, and  other  meetings 
with  target  groups. 

Credit  programs  for  the  tar- 
get groups  typically  involve 
coordinating  regular  loan 
programs  with  special  pro- 
grams offered  by  Federal, 
State,  and  local  agencies. 
While  these  outside  pro- 
grams are  often  subsidized, 
the  FCS's  programs  are  not. 
The  chief  contribution  of  the 
FCS  institutions  is  to  high- 
light existing  programs.  The 
loans  extended  are  expected 
to  meet  normal  underwriting 
standards. 


Each  of  the  association  class- 
es (FLBAs*,  FLCAs,  PCAs, 
and  ACAs)  experienced  an 
increase  in  gross  new  money 
loaned  in  the  year  ending 
December  31, 1990,  due  to 
improved  economic  condi- 
tions. Each  association  class, 
except  for  the  PCAs,  in- 
creased the  proportion  of  its 
new  loans  going  to  target 
groups.  The  PCA  proportion 
remained  roughly  constant. 
The  absolute  amount  of  new 
money  going  to  target 
groups  increased  significant- 
ly across  all  association  class- 
es. The  total  volume  of  PCA 
loans  going  to  target  groups, 
for  example,  increased  63 
percent,  rising  from  $792 
million  in  1989  to  $1.29  bil- 
lion in  1990.  Together,  these 
results  suggest  the  target 
groups  benefitted  signifi- 
cantly from  the  highly  com- 
petitive agricultural  credit 
market  that  existed  during 
the  past  year. 

As  in  1989,  the  ACAs  lent  the 
largest  dollar  volume  of  new 
loans  ($1.35  billion)  to  target 
groups.  The  PCAs  followed 
with  a loan  volume  of  $1.29 
billion  and  the 
FLBAs /FLCAs  with  $480 
million.  The  proportion  of 
new  money  going  to  target 
groups  was  ranked  different- 
ly with  32  percent  of  ACA 
loans,  24  percent  of 
FLBA/FLCA  loans,  and  17 
percent  of  PCA  loans  going 
to  target  groups.  Greater  sta- 
tistical detail  can  be  found  in 
table  13  of  the  appendix. 


*FLBAs  process  and  service  loans  for 
FCBs,  but  are  considered  lenders  for  pur- 
poses of  this  program. 
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Appendix  A — Financial  Tables 


Notice  to  the  Reader 

The  financial  tables  and  re- 
lated graphs  included  herein 
have  been  developed  by  the 
Farm  Credit  Administration 
(FCA)  from  Call  Report  data 
submitted  by  each  Farm 
Credit  System  (FCS)  institu- 
tion. The  Call  Report  infor- 
mation submitted  to  the  FCA 
is  routinely  reviewed  for 
completeness  and  verified 
for  accuracy.  Although  the 
FCA  performs  periodic  ex- 
aminations of  each  FCS  insti- 
tution, there  is  no  assurance 


that  the  examinations  were 
conducted  at  the  date  of  the 
financial  reports.  While  the 
FCA  believes  the  Call  Report 
data  to  be  reliable,  the  finan- 
cial data  submitted  by  each 
FCS  institution  and  con- 
tained in  the  Call  Reports 
has  not  been  audited  by  the 
FCA,  nor  does  the  FCA  ex- 
press an  opinion  on  their 
content. 

In  addition,  because  of  the 
significant  intercorporate  re- 
lationships that  exist  be- 
tween and  among  FCS  insti- 
tutions, it  is  not  possible  to 
add  financial  data  for  each 
group  of  like  entities  pre- 
sented in  this  report  and  ob- 
tain data  for  combined  FCS. 


Before  such  "systemwide" 
data  could  be  developed,  sig- 
nificant intercorporate  elimi- 
nations and  combinations  of 
the  financial  data  of  selected 
service  organizations  that  are 
not  included  as  a part  of  this 
report  would  be  required. 
Accordingly,  caution  should 
be  exercised  in  performing 
further  analysis  of  or  in  at- 
tempting to  draw  additional 
conclusions  regarding  the 
FCS  from  the  financial  data 
presented  in  this  report.  This 
report  is  prepared  and  pre- 
sented for  informational  pur- 
poses only. 
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Table  1 

Farm  Credit  Banks  Combined  Statement  of  Financial  Condition 

(Dollars  in  Millions) 


As  Of  December  31, 

1990 

1989 

1988 

1987 

1986 

Assets 

Loans 

$39,821.8 

$40,463.9 

$42,210.1 

$44,816.6 

$52,012.3 

Less:  Allowance  for  Losses 

902.1 

987.2 

1,254.0 

2,187.0 

2,701.8 

Net  Loans 

38,919.7 

39,476.7 

40,956.1 

42,629.6 

49,310.5 

Cash  and  Investments  in  Securities 

7,318.6 

8.057.2 

5,736.4 

6,472.1 

8,913.6 

Net  Acquired  Property 

281.4 

385.5 

578.3 

764.7 

937.4 

Other  Assets — Net 

709.2 

596.5 

572.9 

565.7 

727.4 

Total  Assets 

47,228.9 

48,515.9 

47,843.7 

50,432.1 

59,888.9 

Liabilities 

Consolidated  Systemwide  and 

Other  Bonds 

29,950.9 

34,936.2 

34,110.8 

36,538.8 

44,481.5 

Consolidated  Systemwide  Notes 

11,116.5 

7,209.3 

6.495.3 

6,547.1 

7,930.2 

Other  Liabilities 

1,962.8 

2,663.7 

3,261.9 

3,977.3 

3,670.7 

Total  Liabilities 

43,030.2 

44,809.2 

43,868.0 

47,063.2 

56,082.4 

Net  Worth 

Capital 

Capital  Stock  and  Participation 

Certificates — Protected 

5.6 

9.6 

22.9 

3,326.1 

3,614.6 

Capital  Stock  and  Participation 

Certificates — Unprotected 

2,687.3 

2,818.7 

3,595.1 

0.0 

0.0 

Preferred  Stock — FAC 

807.3 

370.6 

375.6 

0.0 

0.0 

Other  Capital 

(346.2) 

(278.1) 

(585.1) 

(702.2) 

0.0 

Total  Capital 

3,154.0 

2,920.8 

3,408.5 

2,623.9 

3,614.6 

Earned  Net  Worth 

1,044.7 

785.9 

567.2 

745.0 

191.9 

Total  Net  Worth 

4,198.7 

3,706.7 

3,975.7 

3,368.9 

3,806.5 

Total  Liabilities  and  Net  Worth 

$47,228.9 

$48,515.9 

$47,843.7 

$50,432.1 

$59,888.9 

Note:  Totals  may  not  add  due  to  rounding. 
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Table  2 

Farm  Credit  Banks  Combined  Statement  of  Income  and  Expense 

(Dollars  in  Millions) 


For  the  year  ended  December  31, 

1990 

1989 

1988 

1987 

1986 

Interest  Income 

Loans 

$3,823.1 

$4,116.8 

$4,088.3 

$4,304.4 

$5,644.8 

Investments  and  Other 

610.6 

579.9 

443.7 

489.7 

495.1 

Total  Interest  Income 

4,433.7 

4,696.7 

4,532.0 

4,794.1 

6,139.9 

Interest  Expense 

Consolidated  Bonds 

3,109.3 

3,386.6 

3,435.8 

4,022.3 

5,207.9 

Notes  and  Other 

608.9 

715.2 

683.4 

590.9 

516.5 

Total  Interest  Expense 

3,718.2 

4,101.8 

4,119.2 

4,613.2 

5,724.4 

Net  Interest  Income  (Loss) 

715.5 

594.9 

412.8 

180.9 

415.5 

Less:  Provision  for  Loan  Losses 

(58.3) 

(141.1) 

(651.4) 

(92.3) 

1,443.6 

Net  Interest  Income  (Loss)  after 

Provision  for  Loan  Losses 

773.8 

736.0 

1,064.2 

273.2 

(1,028.1) 

Other  Income 

46.7 

128.0 

559.7 

154.8 

570.4 

Operating  Expenses 

Salaries  And  Employee  Benefits 

123.1 

140.6 

137.9 

154.8 

128.6 

Occupancy  and  Equipment 

Expenses 

37.2 

37.5 

34.6 

38.2 

34.1 

Other  Operating  Expenses 

283.8 

287.0 

284.2 

289.0 

427.7 

Total  Operating  Expenses 

444.1 

465.1 

456.7 

482.0 

590.4 

Other  Expenses 

105.9 

56.1 

44.7 

92.8 

357.3 

Extraordinary  Items 

(10.9) 

173.3 

(373.0) 

0.0 

0.0 

Net  Income  (Loss) 

$ 259.6 

$ 516.1 

$ 749.5 

($  127.9) 

($1,405.4) 

Note:  Totals  may  not  add  due  to  rounding. 
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Table  3 

Farm  Credit  Banks  Combined  Trends  in  Selected  Financial  Measures 

(Dollars  in  Millions) 

As  of  December  31, 

1990 

1989 

1988 

1987 

1986 

Loan  Performance 

Performing 

$32,033.3 

$32,719.7 

$32,178.1 

$31,077.7 

$34,326.4 

Formally  Restructured 

Other  Restructured  or 

1,693.3 

2,096.7 

1,960.0 

1,745.5 

998.3 

Reduced  Rate 

45.3 

28.5 

16.5 

33.6 

5.6 

Other  High  Risk 

4,078.3 

3,469.7 

5,093.6 

7,187.5 

518.0 

Nonaccrual 

1.988.3 

2,164.9 

3,001.4 

4,512.4 

6,025.7 

Net  Chargeoff  on  Loans 

$ 12.1 

$ 196.5 

$ 64.0 

$ 422.5 

$ 1,062.3 

Selected  Ratios 

Return  on  Assets 

0.55% 

1.10% 

1.54% 

-0.24% 

-2.22% 

Return  on  Equity 

6.59% 

13.41% 

19.39% 

3.67% 

-29.45% 

Net  Interest  Margin 

1.63% 

1.37% 

0.94% 

0.38% 

0.74% 

Capital  as  Percentage  of  Assets 

8.89% 

7.64% 

8.31% 

6.68% 

6.36% 

Debt-to-Capital  Ratio  (:1) 

10.25 

12.09 

11.03 

13.97 

14.73 
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Table  4 

Banks  for  Cooperatives  Combined  Statement 
of  Financial  Condition 

(Dollars  in  Millions) 


As  of  December  31, 

1990 

1989 

1988 

1987 

1986 

Assets 

Loans 

$11,305.9 

$10,676.4 

$10,195.8 

$ 8,386.5 

$7,547.3 

Less:  Allowance  for  Losses 

151.2 

128.3 

128.5 

141.0 

145.5 

Net  Loans 

11,154.7 

10,548.1 

10,067.3 

8,245.5 

7,401.8 

Cash  and  Investments  in  Securities 

3,114.7 

3,192.3 

2,936.6 

2,749.4 

2,290.0 

Net  Acquired  Property 

1.6 

1.5 

6.9 

11.4 

15.5 

Other  Assets-Net 

192.5 

203.9 

164.1 

131.7 

103.7 

Total  Assets 

14,463.5 

13,945.8 

13,174.9 

11,138.0 

9,811.0 

Liabilities 

Consolidated  Systemwide  and 

Other  Bonds 

5,536.2 

4,564.0 

5,501.1 

4,132.0 

3,785.2 

Consolidated  Systemwide  Notes 

7,780.9 

7,989.5 

6,422.4 

5,441.8 

4,277.3 

Other  Liabilities 

213.1 

446.2 

243.0 

529.4 

674.1 

Total  Liabilities 

13,530.2 

12,999.7 

12,166.5 

10,103.2 

8,736.6 

Net  Worth 

Capital 

Capital  Stock  and  Participation 

Certificates — Protected 

404.2 

537.2 

730.2 

697.5 

728.4 

Capital  Stock  and  Participation 

Certificates — Unprotected 

348.0 

244.6 

96.1 

0.0 

0.0 

Preferred  Stock — FAC 

0.0 

0.0 

0.0 

0.0 

0.0 

Other  Capital 

0.0 

0.0 

0.0 

0.0 

0.0 

Total  Capital 

752.2 

781.8 

826.3 

697.5 

728.4 

Earned  Net  Worth 

181.1 

164.3 

337.4 

337.4 

346.1 

Total  Net  Worth 

933.3 

946.1 

1,008.3 

1,034.9 

1,074.4 

Total  Liabilities  and  Net  Worth 

$14,463.5 

$13,945.8 

$13,174.9 

$11,138.1 

$9,811.0 

Note:  Totals  may  not  add  due  to  rounding 


FARM  CREDIT  ADMINISTRATION  ANNUAL  REPORT 


36 


Table  5 

Banks  for  Cooperatives  Combined  Statement 
of  Income  and  Expense 

(Dollars  in  Millions) 


For  the  year  ended  December  31, 

1990 

1989 

1988 

1987 

1986 

Interest  Income 

Loans 

$1,021.5 

$1,009.3 

$ 853.9 

$658.0 

$730.8 

Investments  and  Other 

240.4 

266.0 

205.9 

163.5 

134.1 

Total  Interest  Income 

1,261.9 

1,275.3 

1,059.8 

821.5 

864.9 

Interest  Expense 

Consolidated  Bonds 

475.5 

491.8 

412.1 

360.4 

410.5 

Notes  and  Other 

592.7 

608.8 

486.7 

332.3 

314.6 

Total  Interest  Expense 

1,068.1 

1,100.6 

898.8 

692.7 

725.1 

Net  Interest  Income  (Loss) 

193.7 

174.7 

161.0 

128.8 

139.8 

Less:  Provision  for  Loan  Losses 

27.9 

(8.6) 

11.0 

(6.7) 

13.6 

Net  Interest  Income  (Loss)  after 

Provision  for  Loan  Losses 

165.8 

183.3 

150.0 

135.5 

126.2 

Other  Income 

8.9 

12.9 

11.8 

8.3 

11.0 

Operating  Expenses 

Salaries  and  Employee  Benefits 

31.3 

27.0 

28.1 

29.2 

31.3 

Occupancy  and  Equipment  Expenses  7.4 

5.7 

6.5 

7.5 

7.5 

Other  Operating  Expenses 

24.3 

22.8 

21.5 

19.8 

19.1 

Total  Operating  Expenses 

63.0 

55.5 

56.1 

56.5 

57.9 

Other  Expenses 

39.9 

34.4 

19.9 

7.6 

78.8 

Extraordinary  Items 

0.0 

0.0 

0.0 

0.0 

0.0 

Net  Income  (Loss) 

$ 71.8 

$ 106.3 

$ 85.8 

$ 79.8 

$ 0.5 

Note:  Totals  may  not  add  due  to  rounding 
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Table  6 

Banks  for  Cooperatives  Combined  Trends  in  Selected 
Financial  Measures 


(Dollars  in  Millions) 


As  of  December  31, 

1990 

1989 

1988 

1987 

1986 

Loan  Performance 

Performing 

$10,851.3 

$10,406.2 

$10,307.1 

$7,933.6 

$7,111.5 

Formally  Restructured 

92.6 

85.9 

76.1 

67.3 

71.0 

Other  Restructured  or 

Reduced  Rate 

0.5 

0.0 

2.8 

14.7 

15.8 

Other  High  Risk 

262.6 

171.7 

36.4 

72.8 

171.4 

Nonaccrual 

100.5 

12.5 

14.7 

10.8 

48.0 

Net  Chargeoffs  on  Loans 

$ 5.0 

($  8.4) 

$ 22.9 

($  2.0) 

oo 

Selected  Ratios 

Return  on  Assets 

0.51% 

0.80% 

0.67% 

0.75% 

0.01% 

Return  on  Equity 

6.74% 

10.02% 

6.24% 

7.61% 

0.05% 

Net  Interest  Margin 

1.41% 

1.34% 

1.22% 

1.22% 

1.40% 

Capital  as  a Percentage  of  Assets 

6.45% 

6.78% 

7.65% 

9.29% 

10.95% 

Debt-to-Capital  Ratio  (:1) 

14.50 

13.74 

12.07 

9.76 

8.13 
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Table  7 

Direct  Lenders  Combined  Statement  of  Financial  Condition 1 

(Dollars  in  Millions) 


As  of  December  31, 

1990’ 

19892 

1988 

1987 

1986 

Assets 

Loans 

$17,693.1 

$15,474.9 

$ 9,459.9 

$ 9,675.4 

$11,432.1 

Less:  Allowance  for  Losses 

387.3 

375.9 

416.5 

574.5 

698.2 

Net  Loans 

17,305.8 

15,099.0 

9,043.4 

9,100.9 

10,733.9 

Cash  and  Investments  in  Securities 

72.1 

70.5 

49.4 

37.4 

54.9 

Net  Acquired  Property 

63.8 

75.7 

83.4 

110.5 

156.5 

Other  Assets — Net 

1,867.9 

1,895.1 

1,963.5 

2,018.4 

2,004.8 

Total  Assets 

19,309.6 

17,140.3 

11,139.7 

11,267.2 

12,950.1 

Liabilities 

Consolidated  Systemwide  and 

Other  Bonds 

0.0 

0.0 

0.0 

0.0 

0.0 

Consolidated  Systemwide  Notes 

0.0 

0.0 

0.0 

0.0 

0.0 

Other  Liabilities 

16,462.2 

14,494.5 

8,950.7 

9,149.1 

10,748.6 

Total  Liabilities 

16,462.2 

14,494.5 

8,950.7 

9,149.1 

10,748.6 

Net  Worth 

Capital 

Capital  Stock  and  Participation 

Certificates — Protected 

132.8 

173.0 

659.8 

994.0 

1,171.5 

Capital  Stock  and  Participation 

Certificates — Unprotected 

753.9 

639.1 

167.8 

0.0 

0.0 

Preferred  Stock — FAC 

0.0 

0.0 

0.0 

0.0 

0.0 

Other  Capital 

123.0 

121.1 

0.8 

(23.3) 

0.0 

Total  Capital 

1,009.7 

933.2 

828.4 

970.7 

1,171.5 

Earned  Net  Worth 

1,837.6 

1,712.5 

1,360.6 

1,147.4 

1,030.0 

Total  Net  Worth 

2,874.3 

2,645.7 

2,189.0 

2,118.1 

2,201.5 

Total  Liabilities  and  Net  Worth 

$19,309.6 

$17,140.3 

$11,139.7 

$11,267.2 

$12,950.1 

Note:  Totals  may  not  add  due  to  rounding. 

'Includes  Production  Credit  Associations  (PCAs),  Agricultural  Credit  Associations  (ACAs)  and  Federal  Land  Credit  Associations 

'1990  and  1989  figures  are  not  comparable  to  previous  years  due  to  mergers  of  Federal  Land  Bank  Associations  (FLBAs)  and  PCAs  into  ACAs  and  cre- 
ation ofFLCAs  and  downloading  of  farm  real  estate  loans  from  Farm  Credit  Banks  (FCBs). 
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Table  8 

Director  Lenders  Combined  Statement  of  Income  and  Expense 7 

(Dollars  in  Millions) 


For  the  year  ended  December  31, 

1990: 

19892 

1988 

1987 

1986 

Interest  Income 

Loans 

$1,744.1 

$1,558.1 

$931.5 

$958.8 

$1,336.9 

Investments  and  Other 

9.9 

17.8 

3.9 

0.3 

1.8 

Total  Interest  Income 

1,754.0 

1,575.9 

935.4 

959.1 

1,338.7 

Interest  Expense 

Consolidated  Bonds 

0.0 

0.0 

0.0 

0.0 

0.0 

Notes  and  Other 

1,372.2 

1,248.3 

740.7 

787.0 

1,165.4 

Total  Interest  Expense 

1,327.2 

1,248.3 

740.7 

787.0 

1,165.4 

Net  Interest  Income  (Loss) 

426.8 

327.6 

194.7 

172.1 

173.3 

Less:  Provision  for  Loan  Losses 

10.7 

(64.8) 

(148.0) 

(83.6) 

308.7 

Net  Interest  Income  (Loss)  after 

Provision  for  Loan  Losses 

416.1 

392.4 

342.7 

255.8 

(135.4) 

Other  Income 

100.9 

101.5 

172.5 

118.0 

182.2 

Operating  Expenses 

Salaries  and  Employee  Benefits 

194.0 

185.2 

144.4 

163.1 

195.9 

Occupancy  and  Equipment  Expenses  25.6 

24.6 

21.0 

23.3 

28.7 

Other  Operating  Expenses 

103.5 

90.1 

59.8 

65.6 

74.0 

Total  Operating  Expenses 

323.1 

299.9 

225.2 

252.0 

298.6 

Other  Expenses 

72.7 

83.7 

65.1 

20.4 

37.1 

Extraordinary  Items 

5.6 

13.7 

20.2 

0.1 

0.1 

Net  Income  (Loss) 

$ 126.8 

$ 124.0 

$245.1 

$101.5 

($  289.0) 

Note:  Totals  may  not  add  due  to  rounding 

1 Includes  Production  Credit  Associations  (PCAs),  Agricultural  Credit  Associations  (ACAs)  and  Federal  Land  Credit  Associations  (FLCAs). 

1990  and  1989  figures  are  not  comparable  to  previous  years  due  to  mergers  of  Federal  Land  Bank  Associations  (FLBAs)  and  PCAs  into  ACAs  and 
FLCAs  and  downloading  of  farm  real  estate  loans  from  Farm  Credit  Banks  (FCBs). 
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Table  9 

Direct  Lenders  Combined  Trends  in  Selected  Financial  Measures1 


(Dollars  in  Millions) 


As  of  December  31, 

19902 

19892 

1988 

1987 

1986 

Loan  Performance 

Performing 

$15,933.1 

$13,957.8 

$8,127.6 

$7,867.9 

$8,798.3 

Formally  Restructured 

416.7 

357.1 

321.1 

367.2 

224.3 

Other  Restructured  or 

Reduced  Rate 

3.8 

10.9 

20.1 

29.0 

12.0 

Other  High  Risk 

771.8 

639.1 

520.3 

645.4 

1,025.8 

Nonaccrual 

568.1 

511.4 

485.1 

765.9 

1,018.2 

Net  Chargeoffs  on  Loans 

$ 10.0 

$ 10.8 

$ 10.0 

$ 40.1 

$ 137.2 

Selected  Ratios 

Return  on  Assets 

N/A 

N/A 

2.20% 

0.84% 

-1.95% 

Return  on  Equity 

N/A 

N/A 

11.40% 

4.55% 

-11.57% 

Net  Interest  Margin 

N/A 

N/A 

2.25% 

1.97% 

1.46% 

Capital  as  a Percentage  of  Assets 

14.75% 

15.44% 

19.65% 

18.76% 

17.00% 

Debt-to-Capital  Ratio  (:1) 

5.78 

5.48 

4.09 

4.33 

5.69 

'Includes  Production  Credit  Associations  (PCAs),  Agricultural  Credit  Associations  ( ACAs ) and  Federal  Land  Credit  Associations  (FLCAs). 

■ 1990  and  1989  figures  are  not  comparable  to  previous  years  due  to  mergers  of  Federal  Land  Bank  Associations  (FLBAs)  and  PCAs  into  ACAs  and 
FLCAs  and  downloading  of  farm  real  estate  loans  from  Farm  Credit  Banks  (FCBs). 
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Table  10 

Federal  Land  Bank  Associations  Combined  Statement 
of  Financial  Condition 

(Dollars  in  Millions) 


As  of  December  31, 

1990’ 

1989' 

1988 

1987 

1986 

Assets 

Loans2 

N/A 

N/A 

N/A 

N/A 

N/A 

Less:  Allowance  for  Losses1 

N/A 

N/A 

N/A 

N/A 

N/A 

Net  Loans 

N/A 

N/A 

N/A 

N/A 

N/A 

Cash  and  Investments  in  Securities 

$ 241.9 

$ 211.0 

$ 352.4 

$ 220.2 

$ 208.4 

Net  Acquired  Property 

0.3 

0.3 

N/A 

N/A 

N/A 

Other  Assets — Net 

1,340.2 

1,466.3 

2,134.5 

1,461.8 

2,117.3 

Total  Assets 

1,582.4 

1,6776.6 

2,486.9 

1,682.0 

2,325.7 

Liabilities 

Consolidated  Systemwide  and 

Other  Bonds 

0.0 

0.0 

0.0 

0.0 

0.0 

Consolidated  Systemwide  Notes 

0.0 

0.0 

0.0 

0.0 

0.0 

Other  Liabilities' 

104.4 

97.3 

169.9 

229.7 

254.2 

Total  Liabilities 

104.4 

97.3 

169.9 

229.7 

254.2 

Net  Worth 

Capital 

Capital  Stock  and  Participation 

Certificates — Protected 

712.7 

958.7 

1,741.3 

1,958.6 

2,240.9 

Capital  Stock  and  Participation 

Certificates — Unprotected 

304.9 

215.8 

42.4 

0.0 

0.0 

Other  Capital 

0.0 

(33.5) 

(107.5) 

(695.5) 

(37.7) 

Total  Capital 

1,017.6 

1,141.0 

1,676.2 

1,263.1 

2,203.2 

Earned  Net  Worth 

460.4 

439.3 

640.8 

189.2 

(131.7) 

Total  Net  Worth 

1,478.0 

1,580.3 

2,317.0 

1,452.3 

2,071.5 

Total  Liabilities  and  Net  Worth 

$1,582.4 

$1,677.6 

$2,486.9 

$1,682.0 

$2,325.7 

'1 990  ami  1989  figures  are  not  comparable  to  previous  years  due  to  mergers  of  Federal  Land  Bank  Associations  (FLBAs)  and  Production  Credit  Associa- 
tions (PCAs)  into  Agricultural  Credit  Associations  (ACAs)  and  creation  of  Federal  Land  Credit  Associations  (FLCAs)  and  downloading  of  farm  real  es- 
tate loans  from  Farm  Credit  Banks  (FCBs). 

■The  FLBAs  act  as  agents  for  the  FCBs  (formerly  Federal  Land  Banks)  in  the  lending  process,  but  do  not  hold  loans  themselves. 

FLBAs  in  some  districts  have  liability  for  losses  on  FCB  (formerly  Federal  Land  Bank)  loans.  Because  FLBAs  do  not  make  loans,  the  FLBA  allowance  for 
loan  losses  is  included  in  FLBA  liabilities. 
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Table  11 

Federal  Land  Bank  Associations  Combined  Statement 
of  Income  and  Expenses 

(Dollars  in  Millions) 


For  the  year  ended  December  31, 

19901 

19891 

1988 

1987 

1986 

Interest  Income 

Loans 

$ 0.6 

$ 1.2 

$ 1.0 

$ 0.0 

$ 0.0 

Investments  and  Other 

1.8 

1.3 

6.9 

13.7 

26.1 

Total  Interest  Income 

2.4 

2.5 

7.9 

13.7 

26.1 

Interest  Expense 

Consolidated  Bonds 

N/A 

N/A 

N/A 

N/A 

N/A 

Notes  and  Other 

N/A 

N/A 

N/A 

N/A 

N/A 

Total  Interest  Expense 

N/A 

N/A 

N/A 

N/A 

N/A 

Net  Interest  Income  (Loss) 

2.4 

2.5 

7.9 

13.7 

26.1 

Less:  Provision  for  Loan  Losses 

5.8 

3.2 

10.3 

(10.7) 

14.3 

Net  Interest  Income  (Loss)  after 

Provision  for  Loan  Losses 

(3.4) 

(0.7) 

(2.4) 

24.4 

11.8 

Other  Income 

234.2 

277.1 

1,097.2 

222.8 

201.8 

Operating  Expenses 

Salaries  and  Employee  Benefits 

108.7 

104.5 

143.4 

153.5 

141.1 

Occupancy  and  Equipment  Expenses 

15.1 

14.0 

19.0 

19.2 

18.7 

Other  Operating  Expenses 

46.0 

35.8 

45.8 

52.2 

120.2 

Total  Operating  Expenses 

169.8 

154.3 

208.2 

224.9 

280.0 

Other  Expenses 

6.0 

0.2 

10.0 

256.3 

411.6 

Extraordinary  Items 

0.0 

(21.0) 

65.7 

0.0 

0.0 

Net  Income  (Loss) 

$ 55.0 

$100.9 

$942.3 

($234.0) 

($478.0) 

Note:  Totals  may  not  add  due  to  rounding 

'1990  and  1989  figures  are  not  comparable  due  to  mergers  of  Federal  Land  Bank  Associations  (FLBAs)  and  Production  Credit  Associations  (PC As)  into 
Agricultural  Credit  Associations  (ACAs)  and  creation  of  Federal  Land  Credit  Associations  (FLCAs)  and  downloading  of  farm  real  estate  from  Farm 
Credit  Banks  (FCBs). 
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Table  12 

Federal  Land  Bank  Associations  Combined  Trends  in 
Selected  Financial  Measures 


(Dollars  in  Millions) 


As  of  December  31, 

1990' 

1989’ 

1988 

1987 

1986 

Loan  Performance 

Performing 

— 

— 

— 

— 

— 

Formally  Restructured 

— 

— 

— 

— 

— 

Other  Restructured  or 

Reduced  Rate 

— 

— 

— 

— 

— 

Other  High  Risk 

— 

— 

— 

— 

— 

Nonaccrual 

— 

— 

— 

— 

— 

Net  Chargeoffs  on  Loans 

$6.7 

$5.5 

$6.8 

$3.9 

$50.3 

Selected  Ratios 

Return  on  Assets 

3.39% 

5.51% 

48.50% 

-12.23% 

-3.85% 

Return  on  Equity 

3.60% 

5.90% 

52.82% 

-12.55% 

-4.10% 

Net  Interest  Margin 

N/A 

N/A 

N/A 

N/A 

N/A 

Capital  as  a Percentage  of  Assets 

93.40% 

94.20% 

93.17% 

78.32% 

92.45% 

Debt-to-Capital  Ratio  (:1) 

0.07 

0.06 

0.07 

2.64 

0.05 

'1990  ami  1989  figures  are  not  comparable  to  previous  years  due  to  mergers  of  Federal  Land  Bank  Associations  (FLBAs)  and  Production  Credit  Associa- 
tions (PCAs)  into  Agricultural  Credit  Associations  (ACAs)  and  creation  of  Federal  Land  Credit  Associations  (FLCAs)  and  downloading  of  farm  real  es- 
tate loans  from  Farm  Credit  Banks  (FCBs). 
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Table  13 

Young , Beginning , and  Small  Farmers: 

Loans  Outstanding  and  New  Money  Loaned  by  Type  of  Association 

(Dollars  in  Thousands) 


Young, 

Beginning, 


For  the  year  ended 

December  31, 1990 

Total 

Portfolio 

& Small 
Farmers1 

Young 

Farmers2 

Beginning 

Farmers3 

Small 

Farmers4 

Other 

Farmers 

Federal  Land  Bank  Associations  & 
Federal  Land  Credit  Associations 

Total  Number  of  Loans  Outstanding 
Percentage  Distribution 

Total  Amount  of  Loans  Outstanding 
Percentage  Distribution 

Gross  New  Money  Loaned 

Percentage  Distribution 

297,228 

100.00% 

$23,420,202 

100.00% 

$ 1,972,435 
100.00% 

4,432 

1.49% 

$221,007 

0.94% 

$ 71,628 
3.63% 

7,877 

2.65% 

$586,846 

2.51% 

$127,575 

6.47% 

6,853 

2.30% 

$728,999 

3.11% 

$193,364 

9.82% 

26,116 

8.79% 

$732,214 

3.13% 

$ 88,099 
4.47% 

251,950 
84.77% 
$21,151,136 
90.31% 
$ 1,491,499 
75.62% 

Agriculture  Credit  Associations 

Total  Number  of  Loans  Outstanding 

176,754 

13,926 

15,344 

6,511 

33,376 

107,597 

Percentage  Distribution 

100.00% 

7.88% 

8.68% 

3.68% 

18.88% 

60.88% 

Total  Amount  of  Loans  Outstanding 

$ 9,316,179 

$409,600 

$640,149 

$415,496 

$629,534 

$ 7,221,400 

Percentage  Distribution 

100.00% 

4.40% 

6.87% 

4.46% 

6.76% 

77.51% 

Gross  New  Money  Loaned 

$ 4,221,542 

$404,577 

$424,751 

$267,455 

$258,640 

$ 2,866,119 

Percentage  Distribution 

100.00% 

9.58% 

10.06% 

6.34% 

6.13% 

67.89% 

Production  Credit  Associations 

Total  Number  of  Loans  Outstanding 

124,913 

5,438 

12,569 

6.968 

9,180 

90,758 

Percentage  Distribution 

100.00% 

4.35% 

10.06% 

5.58% 

7.35% 

72.66% 

Total  Amount  of  Loans  Outstanding 

$ 6,939,078 

$156,502 

$528,965 

$421,829 

$197,647 

$ 5,634,135 

Percentage  Distribution 

100.00% 

2.26% 

7.62% 

6.08% 

2.85% 

81.19% 

Gross  New  Money  Loaned 

$7,383,655 

$164,362 

$501,487 

$385,452 

$235,918 

$ 6,096,436 

Percentage  Distribution 

100.00% 

2.22% 

6.79% 

5.22% 

3.20% 

82.57% 

'Meets  two  or  more  criteria 

’-Less  than  35  years  old. 

■' Less  than  6 years'  farming  experience. 

Farming  assets  less  than  $100,000  and  agricultural  sales  less  than  $40,000. 
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Appendix  B — Graphs 

Loans  and  Assets  of  Farm  Credit  System  Institutions 

December 31,  1986-1990 


Total  Loans  by 

Farm  Credit  Institution  Group 

$ In  Billions 


1986  1987  1988  1989  1990 

| FCBs  H Direct  Lenders  | BCs 


Total  Capital  to  Assets  by 
Farm  Credit  Institution  Group 

% Of  Total  Assets 
25  - 


1986  1987  1988  1989  1990 

H FCBs  | Direct  Lenders  B BCs 
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Income  of  Farm  Credit  System  Institutions 

December  31, 1986-1990 


Farm  Credit  Banks 
Net  Income 

$ In  Billions 


-2.0 


1986 

| After  Provision 


1987 

j|  Before  Provision 


1988 


1989 


1990 


Direct  Lender  Associations 
Net  Income 

$ In  Billions 


-0.4 


1986 

| After  Provision 


1987 

! | Before  Provision 


1988 


1989 


1990 


Banks  for  Cooperatives 
Net  Income 

$ In  Billions 
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Asset  Quality  of  Farm  Credit  System  Institutions 

December  31,1986-1990 


Farm  Credit  Banks 

% Of  Total  Loans 


1986 


1987 


1988 


1989 


1990 


| Nonaccruals  | Other  Nonperforming  Loans  | Allowance  for  Loss 


Direct  Lender  Associations 

% Of  Total  Loans 

35  

30  - 


25 


1986  1987  1988  1989  1990 

| Nonaccruals  H Other  Nonperforming  Loans  | Allowance  for  Loss 


Banks  for  Cooperatives 

% Of  Total  Loans 


1986  1987  1988  1989  1990 

| Nonaccruals  H Other  Nonperforming  Loans  | Allowance  for  Loss 
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Income  from  Operations  of  Farm  Credit  System  Institutions 

December  31,  1986-1990 


Farm  Credit  Banks 


| Net  Interest  Income  | Other  Operating  Income  | Operating  Expense 


Direct  Lender  Associations 

$ In  Billions 


1986 


1987 


1988 


1989 


1990 


| Net  Interest  Income  | Other  Operating  Income  | Operating  Expense 


Banks  for  Cooperatives 

$ In  Billions 


1986 


1987 


1988 


1989 


1990 


| Net  Interest  Income  | Other  Operating  Income  | Operating  Expense 
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Copies  Are  Available  From: 
Office  of  Congressional  and 
Public  Affairs 
Farm  Credit  Administration 
1501  Farm  Credit  Drive 
McLean,  VA  22102-5090 
703-883-4056 


